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Is this a good place for a 
banker to sit? 


We don’t think so. 

No banker worth his salt sits 
on a pile of dollars like a hen 
on a clutch of eggs. 

His job is to get that money 
out from under him and make 
it work. 

It’s a job that can’t be done 
in a cold, impersonal manner. 
Because, while money is all 
alike, people aren’t. And prob- 
lems aren’t. Except that every 
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problem has a human base and 
a human solution. And solving 
it successfully takes the 
human touch. 

We think you’ll find it here. 
And not (let’s be frank) for 
any altruistic reason. 

We know that our success 
depends on your success. 
That’s why extra time, extra 
effort and extra warmth in ap- 
proaching every problem have 





become the hallmark of Harris 
service. 
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This philosophy is reflected in 
every aspect of our business. 
When the facilities of our Trust, 
Banking, and Investment De- 
partments can be helpful to ‘vou 
here in Chicago, we hope you 
will call upon us. 


Organized as N. W. Harris & Co. 1882—Incorporated 1907 


115 W. MONROE STREET, CHICAGO 90 


Member Federal Deposit Insurance Corporation 
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Parliament Hill, decorated for celebration 
of Queen Elizabeth II’s coronation on June 
2. Governor General Vincent Massey, with 
a guard of honor composed of the Governor 
General’s Foot Guards, reviewed the 7,000 
Canadian troops which took part in the 
ceremonies at Ottawa, where 100,000 peo- 
ple packed Parliament Hill and crowded the 
downtown streets. Representative Canadian 
units participated in the coronation program 
in England, while on the same’ day Ottawa 
citizens beheld the greatest exhibition of 
color and pomp ever staged in the capital 
city. Planes from the Royal Canadian Air 
Force flying overhead included 50 jet air- 
craft and one group formed a huge E II 
in the sky. Artillery salutes were fired not 
only in Ottawa, but at selected points all 
across the Dominion. 


—Capital Press Service, Ottawa 
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Committees for Western Trust 
Conference Announced 


Committees for the 27th Western 
Regional Trust Conference of the 
American Bankers Association, to be 
held at the Hotel del Coronado, San 
Diego, California, October 28 and 29, 
have been announced by Robert A. 
Wilson, president of the A.B.A, Trust 
Division, and senior vice president of 
The Pennsylvania Company for Bank- 
ing and Trusts, Philadelphia. The trust- 
men of San Diego will be hosts for the 
Conference, and the committee members 
are all from that city. 


General chairman of the Conference 
will be Maurice James, vice president 
and trust officer, First National Trust & 
Savings Bank. He will be assisted by 
A. G. Reader, vice president, treasurer, 
and senior trust officer, Union Title In- 
surance and Trust Co. 


The Conference committee chairmen 
are: 


General Committee: Mr. Reader. 


Program Committee: J. M. Gillean, 


| trust officer, Bank of America N.T. & 


S.A. 


Entertainment Committee: K. S. 
Walker, vice president and trust officer, 
Security Trust & Savings Bank. 


Finance Committee: E. D. Clapp, vice 
president and trust officer, San Diego 
Trust & Savings Bank. 


Hotel and Registration Committee: 
Lloyd Baldridge, vice president and 
trust officer, Union Title Insurance and 


Trust Co. 


Publicity Committee: William Jeffery, 
vice president and trust officer, First 
National Trust & Savings Bank. 


Transportation Committee: B. M. 
Randall, vice president and trust officer, 
United States National Bank. 


Ladies’ Committee: Mrs. A. G. Reader. 


A A A 


FPRA Trust Appointments 


Thomas H. Kiley, chairman of the 
Trust Development Departmental of the 
Financial Public Relations Association, 
and vice president of the Ohio Citizens 
Trust Co., Toledo, has appointed Howard 
J. Johnson, vice president of the Ameri- 
can National Bank & Trust Company, 
Chicago, as editor of the trust develop- 
ment section of the FPRA Bulletin, and 
Edwin V. Mack, trust officer, Sarasota 
(Fla.) Bank & Trust Co., as trust de- 
partmental program chairman for the 
Association’s 38th Annual Convention in 
Detroit, Oct. 11-15. 
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EDITORIAL... 


TRUSTMEN ASSUMING LEADERSHIP 


in Banking, Business, Community, and now Government 


HE RECENT APPOINTMENT of Samuel C. Waugh, presi- 

dent of The First Trust Company of Lincoln and a life- 
long trust official, as Assistant Secretary of State for Eco- 
nomic Affairs is not only a commendable choice but also 
highlights the commanding position which men of fiduci- 
ary background have atttained in public service as well as 
financial affairs. 


Prior to Inauguration, President Eisenhower had selected 
another trust executive, Robert Cutler, president of Old 
Colony Trust Co. of Boston, as a chief administrative assist- 
ant. Early last month, Miss Catherine B. Cleary, trust officer 
of First Wisconsin Trust Co. in Milwaukee, was confirmed 
as Assistant Treasurer of the United States. Other key posts 
in the Federal Government are held by men who, as direc- 
tors and members of the trust committees of their banks, 
have had first-hand experience in professional trusteeship: 


Winthrop Aldrich, Ambassador to Great Britain: Chase 
National Bank of New York. 


W. Randolph Burgess, Special Deputy to Treas- 
ury Dept.: National City Bank of New York. 


John Foster Dulles, Secretary of State: Bank 
of New York. 


George M. Humphrey, Secretary of Treasury: 


National City Bank of Cleveland. 


Herman Phleger, legal advisor to Mr. Dulles: 
American Trust Co., San Francisco. 


Charles E. Wilson, Secretary of Defense: National Bank 
of Detroit. 


The new Navy Secretary, Robert E. Anderson of Texas. 
has been manager of the millionaire Waggoner estate. The 
President’s brother, A. B. Eisenhower, as executive vice 
president of Commerce Trust Co. in Kansas City, brings 
long fiduciary association to the informal conference table. 
And in the Senate, such an eminent leader as Leverett 
Saltonstall was first prominent as a private trustee in Boston. 


The principles of Trusteeship make a most fitting basis 
for the conduct of public affairs, especially in these days 
when the United States is, in effect, the most powerful 
guardian of human freedoms, and when its government has 
under its direct protection the wealthiest national Estate. 
The vastness of that trusteeship is indicated by the huge 
debt and commitments, along with an exhorbitant inherited 
tax load and the bequest of hot-and-cold War from the 
Communist world. Truly, as the President said in his report 
of April 16th; “Humanity is hanging from a Cross of 
Iron.” 

The Administration’s emphasis on the basic need to 
“make our nation secure, our economy strong, and our 
dollar sound” is evidence that it takes its trusteeship seri- 
ously. And for two of these roles, trustee-trained men are 
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admirably fitted. For years trust officials have served in a 
variety of roles as civic leaders. As school and college 
trustees, finance committeemen or advisers, they have aided 
Education. As directors or trustees they have promoted art, 
music and other cultural interests, furthered the services 
of hospitals, churches and charities, and aided youth from 
orphanage to “Y”s, to Future Farmers and Junior Achieve- 
ment projects. 


Communities throughout the country have benefitted from 
freely-given labors as town planning commissioners, munici- 
pal finance advisors, city pension fund trustees, municipal 
treasurers and finance commissioners. 


Responsibilities have recently come in increasing measure 
in another sphere. More and more trust officers are becom- 
ing directors of their banks, not only due to advancement 
to the presidency but also in recognition of their knowledge 
of investment, pension, tax and general financial matters. 


Their growing contacts with industrial and 
other corporations, through pension trusts, 
security trusteeships and agencies, and invest- 
ment interests—often as representative of con- 
trolling or substantial fiduciary ownership—are 
causing them to be more than ever sought for 
important positions as pension or investment 
advisers, and as corporation directors. Corpo- 
rate financial executives welcome their inquiries. 


It was not many years ago that the role of the trustee was 
comparatively passive. Today, however, with a large stake 
in the equity of enterprises and with generally wide discre- 
tionary powers, the trustman has become an active force 
in the economy of his community and his country, as 
well as counsellor to more than a million families and bene- 
ficiaries. It is not surprising to see such men assuming 
posts of leadership at home and in the nation’s councils. 
They will play an even greater role in safeguarding the 
political economy as they bring before their local schools, 
service clubs and neighbors the social and economic lessons 
they have learned as Trustees. 


A A A 
Bankers and Economic Edueation 


Bankers are in a better position to explain economic 
issues to the people than any other group and, because they 
have understanding of these issues and their customers are 
largely neighbors and friends, financial institutions should 
aclively promote the spread of economic knowledge through 
advertising and other media.—Robert A. Wilson, president, 
Trust Division, American Bankers Association, and senior 
vice president, The Pennsylvania Company for Banking and 
Trusts, Philadelphia, before Delaware Bankers Association, 


May 14th. 
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SAMUEL C. WAUGH 
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a Waugh Named to 
pal State Department Post 


President Eisenhower has selected an- 
ure §— other trust executive for a position of 
ym- § nationai leadership. On May 25 he 
ent | nominated Samuel C. Waugh, president 
joe § and director of the First Trust Com- 
pany, Lincoln, Neb., to be Assistant 
Secretary of State for Economic Affairs. 


ind 

sts, Mr. Waugh is a past president of the 
est- § Trust Division of the American Bankers 
on- § Association and is presently a member 


are § of that Association’s Economic Policy 
for — Committee. He has been also a member 
ent § of the Policy and Government Affairs 
po- § committees of the United States Cham- 
ies. ber of Commerce, and has indicated his 
general agreeemnt with the Chamber’s 
ake § %mounced policy of more trade with 

other countries and a certain amount of 


on aid. Mr. Waugh will be granted a leave 
me of absence by the First Trust Co., with 
aa which he has been associated for forty 
years, 

ing 

ils. The new appointee’s participation in 


the | the State Department marks a further 

ols, J following in the footsteps of his father, 

ons § Samuel Waugh, who was likewise a Ne- 
braska banker, and for three years was 
a Vice Consul. 


A A A 
nic 
oa New ABW President 


uld f Mrs. Ruth E. Sherrill, asst. vice presi- 
igh dent of First National Bank of Memphis, 
nt, 22d manager of its Government bond de- 
partment, will serve as president of the 
Association of Bank Women for the un- 
expired term of Miss Catherine B. Cleary 
who has been appointed Assistant Treas- 
urer of the United States. 
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American Bar Association 


Section of 


REAL PROPERTY, PROBATE AND TRUST LAW 
Somerset Hotel, Boston; August 24-26, 1953 


Aucust 24 —2:00 P.M. 


“The Future of Uniform Title Standards”—John C. 
Payne, University, Alabama. 

“Pitfalls in FHA and VA Mortgages”—Samuel E. Neel, 
Washington, D. C. 

“Has Housing Become a Public Utility?”—Malcolm 
Monroe, New York. 


“Freeways, Parkways and Other Planning Phenomena”— 
Elsa C. Beck, Chairman of Committee on Planning and 
Developing Metropolitan Communities, Chicago. 


Aucust 25 — 9:30 P.M. 


“The Intent of the Testator”’—Hon. Walter V. Schaefer, 
Chief Justice of the Supreme Court of Illinois, Chicago. 

“Deviations from the Terms of a Will’”—Daniel Went- 
worth, Chicago. ‘ 


“The Effects of Will Compromises’—Edward B. Winn, 
Chairman of Fiduciary Committee, Dallas. 

“Handling Settlements of Tort Claims of Injured Minors” 
—James A. Dixon, Chairman of Committee on Guard- 
ians and Conservators, Miami. 

“Problems under Sections 113, 126 and 162 of the Inter- 
nal Revenue Code”—A. Richard Kimbrough. Chair- 


man of Committee on Taxation, Los Angeles. 


Aucust 26 —9:30 P.M. 


“‘Re-examination of Policies of Law Underlying Charitable 
Exemptions” —James O. Wynn, New York. 


Panel: “Proposed Reform of Rules against Perpetuities”— 
Charles Looker, Chairman of Committee on Rules 
against Perpetuities, New York Moderator: W. Barton 
Leach, Cambridge; Lewis M. Simes, Ann Arbor. 


“How Fare Retirement Funds for the Self-Employed?”— 
James K. Taylor, Chairman, Committee on Pension and 
Profit-Sharing Trusts, New York. 

“The Marital Deduction: Much Ado About Something”— 
Paul B. Sargent, Chairman, Committee on Draftsman- 
ship: Wills and Trusts, Boston. 


The following committee reports will be distributed at the meeting: 


First session—Community Property and Jointly Held Titles to 
Real Property (Melvin B. Ogden, Los Angeles) ; Current Literature 
Relating to Real Property Law (Sidney Frisch, Chicago); Signifi- 
cant Decisions on Real Property Law (Kenneth B. Cope, Canton, 
Ohio) ; Legislation Affecting Real Property (D. E. Horn, St. Louis) ; 
Acceptable Titles to Real Property (Ray L. Potter, Detroit). 

Second session—Fiduciary Transfers (Creighton S. Miller, Chi- 
cago) ; Trust and Probate Decisions (Harold C. Jesse, New York). 

Last session—Trust Investments (Robert Neill, Jr., St. Louis) ; 
State Legislation Affecting Trusts and Estates (P. Philip Lacovara, 
New York) ; Trust and Probate Literature (A. M. Riggs, New York). 
























































Indiana Trust Conference 
Discusses New Probate Code 


The new Probate Code was a feature 
of the discussions at the Indiana Trust 
Conference held in Elkhart on May 11- 
12, under the chairmanship of Stephen 
Barnett, vice president and trust officer 
of the First National Bank in the host 
city. The panel consisted of Verne G. 
Cawley, Elkhart attorney; Donald S. 
Morris, vice president and counsel of 
Fletcher Trust Co., Indianapolis; Earl 
G. Schwalm, vice president and trust 
officer of Lincoln National Bank & Trust 
Co., Fort Wayne; and John M. Zuber, 
vice president and trust officer of Amer- 
ican National Bank at Indianapolis. 
Presiding officer M. G. Berges, vice 
president and trust officer of Old Na- 
tional Bank in Evansville, reported to 
T.&E, that the important changes in the 
probate law were highlighted in John 


Alexander’s article in the May issue. 


Current developments in pension 
trusts were reviewed at the opening ses- 
sion by John F. Sullivan, partner of 
Merrill Lynch, Pierce, Fenner & Beane. 
On Tuesday morning. Merwyn Q. Lytle, 
vice president of Harris Trust & Savings 
Bank, Chicago, discussed trust admini- 
stration problems. He was followed by 
Perry E. O’Neal, president of the In- 
diana Bar Association, and partner in 
Thompson, O’Neal & Smith, Indian- 


apolis. 


In his spirited remarks, Mr. O’Neal 
iterated the duty of trustmen to resist 
the strangulation of the institution of 
inheritance through excessive taxation, 
pointing out that private property and 
its inheritance work for the good of all 
the people. Mr. O’Neal urged his audi- 


ence to: 


1. Re-read Karl Marx’s Communist 
Manifesto; 


2. Read the Reed-Dirksen proposed 
amendment to the Constitution (H.R. 
103 and S.R. 23) to limit the Federal 
income tax to a basic 25‘%, subject io 
upward revision on a three-fourths vote 
of each House, provided that the differ- 
ence between the lowest and _ highest 
rates shall not exceed 15 percentage 
points ; 


and 


3. Acquaint their customers 
clients with this amendment: and 


4. Urge their representatives to 
study and submit the amendment this 
year. 





Newly elected officers for the Illinois Bankers Association Trust Division are, top row 
(1. to r.): Kirk E. Sutherland, Secretary; and three executive committee members, C. A. 
Webber, Champaign County Bank & Trust Co., Urbana; William O. Heath, Harris Trust 
& Savings Bank, Chicago; and Robert J. Saner, Springfield Marine Bank. 
Bottom (I. to r.): Charles W. Eliason, Commercial National Bank, Peoria, retiring 
vice president; Clarence D. Charlton, LaSalle National Bank, LaSalle, retiring president; 
Melvin C. Lockard, First National Bank, Cobden, president of the Association; William S. 
Turner, Northern Trust Co., Chicago, newly elected president; J. P. Green, Moline National 


Bank, newly elected vice president. 





American Institute of Banking 
Meets at Cleveland 


The 5lst annual convention of the 
American Institute of Banking was in 
session as this issue was being prepared 
for press. Elevated to the presidency 
was Stetson B. Harman, trust officer of 
the First Trust & Savings Bank of Pasa- 
dena. A. E. Roemershauer. assistant vice 
president of Whitney National Bank of 
New Orleans, was elected vice president 
of the Institute. 


The Trust Business and Investments 
Conference on June 9th, presided over 
by J. R. Johnson, vice president and 
trust officer of Bank of America N|T. & 
S.A. at Los Angeles, featured three talks: 


Development of Trust New Business— 
by Thoburn Mills, Vice President, The 
National City Bank, Cleveland. 


Setting Up and Maintaining Common 
Trust Funds—M. A. Georgen, Cashier, 
City National Bank and Trust Co., Chi- 
cago. 

Importance of Trust Department to 
Bank — Loring I. Gelbach, President, 
Central National Bank of Cleveland. 
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A. E. ROEMERSHAUER 


STETSON B. HARMAN 


New York State Trust Earnings 
Up 4.6% 


Trust department earnings of state 
banks and trust companies made an 
overall gain of 4.6‘¢ in 1952 as com- 
pared with the previous year according 
to the newly released reports of the 
State of New York Banking Depart- 
ment. Total trust department earnings 
rose from $59,224,000 in 1951 to $6l,- 
952,000 in 1952. Total current operat- 
ing earnings for these institutions ad- 
vanced from $491,027,000 from 234 in- 
stitutions in 1951 to $556,994,000 from 


228 institutions last year. 


The 41 institutions in New York City 
showed a gain of 3.98% with earnings 
of $57,853,000 last year compared with 
$55,639,000 in 1951. 


A A A 


Washington Trusts Up 


The annual report of the Supervisor 
of Banking for the State of Washington 
shows trust departments contributed 
$198,365 toward gross current operating 
earnings of $10,195,560 for 83. state 
banks, most of which have no trust de- 
partments. Comparative figures on trust 
assets showed a gain over 1951 as 
follows: 

1951 1952 
$34,266,459 $38,345,837 

4,381,076 7,028,153 

1,985 47,131 


Private Trusts 

Court Trusts 

Other Liabilities 
ee ey. 


Total _....... $38,649,520 $45,421,127 
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INDIVIDUAL 
| INVESTOR 
AND A FASTs*MOVING 
TECHNOLOGY 


ust Within the memory of men now living it took not days, 
but months to make the journey from London to India 





In 

Im under sail around the Cape of Good Hope—a jet plane 

nal recently did it in 12 hours. The mechanical means of 

- transport invented during the past 100 years, since the 
United States Trust Company was founded, have redueed 

Bs the world, transportation-wise, to a size comparable to 
that of Ancient Greece. 

pe What is the moral for today’s investor? One moral is 

am for him to look forward and not backward or he may be 

ing overtaken by a racing technology. What must he do to 

the conserve his wealth? The heart of the difficulty is the 

rt difference in pace between his memory, homesick for 

“¢ yesterday, and the scientific intellect advancing into 

= tomorrow. Today’s investor can no longer rely solely on 

w his own judgment as did the investor of 1853. He must 

in- seek fact and opinion from many specialists. Tomorrow’s 

om investor will be surrounded by the obsolescence created by 
the linking of science with industry. He will need many 

ity minds to guide him. 

x The trust company has many minds—those to select and 


supervise investments, and those to direct varied fiduciary 
services. While changing times have reduced the ranks 

of the very rich, they have enlarged the number of those 

with property enough to profit from trust services. If you 
are one of the latter—if you would like to learn how 
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ted 
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: United States Crust Company 
of New York 


trusts, estates and investment funds are administered 
today—you are cordially invited to visit us during our 
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VALUING ESTATES IN FOREIGN CURRENCY 


TAX SAVINGS POSSIBLE THROUGH INFORMED APPROACH 


Eyre IS NO GOVERNMENT IN THE 
world which has been successful 
in combatting the inflation which has 
prevailed since 1939. There also is no 
monetary unit in existence which has 
not lost at least 40% of its pre-war 
purchasing power. Many paper monies 
have been completely destroyed and 
many more will go through the wringer 
of state bankruptcy in order to wipe out 
the debts and mistakes of financial war 
and post-war policy. 


There are, at present. at least 70 cur- 
rencies in existence. Of these. about 60 
are subject to strictest protective legisla- 
tion, which prevents about 2 billion 
people from transferring their assets 
from one country to another, to own 
gold, or, what is even worse, to own 
assets abroad. Such regulations, which 
often resemble the rules of concentration 
camps, have not been freely accepted by 
the people of the world. 


According to historical records, cur- 
rency laws merely serve to legally ex- 
propriate the individual who obeys them 
and, therefore, many people have tried 
to conserve what they had, even in 
complete disregard of the law. It is 
this fact which has created a world- 
wide network of illegal or “black” 
markets, which, in many countries, have 
acquired power, economic recognition 
and absolute official toleration. Many 
governments seem to have no desire, or 
perhaps no skill, to oppose such grey 
or black markets and, therefore, have 
decided to call them “parallel” or “free” 
markets. 


Free Markets Global—Big 


Business, Too 


These “free” markets, internationally 
a $12 billion business in 1952, have 
developed into a technically well-organ- 
ized system of transactions. There are 
only five major countries—the United 


States, Canada, Switzerland, Mexico, 
Uruguay—and five Central American 
Republics—Cuba, Dominican Republic, 
Haiti, Panama and Venezuela—which 
grant their citizens freedom of capital 
transfer. As the banking organizations 
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FRANZ PICK 


The author, a na- 
tive of Bohemia, was 
educated in Europe 
where he had wide 
experience for many 
years as a consulting 
economist. Since 
1945 he has conduct- 
ed his World Cur- 
rency Report in New 

York City and he is likewise publisher of 
authoritative black market statistics in his 
annual Black Market Yearbook, which pre- 
sents a month by month record of fluctua- 
tion since the end of World War II. In this 
article, Dr. Pick points out the need for 
realistic appraisal of estate assets in foreign 
countries to reduce taxes to a minimum. 


in Switzerland and in the United States 
are, technically speaking. the world’s 
best and located in countries of free 
capital transfer, they have been chosen 
by the free trade as their principal mar- 
ket places. Approximately one half of all 
transactions are centralized in Zurich, 
which has even more monetary freedom 
than New York, while the latter shares 
the remaining half with specialists in 
Montevideo, Tangier and Hong Kong. 


These transactions, as a matter of 
policy and probably also as a result 
of government influence. are generally 
not recorded. The so-called “respectable 
press” in all Anglo-Saxon countries has 
refrained from printing daily reports on 
the black market value of the Pound 
Sterling, the French Franc, the Indian 
Rupee, the Argentine Peso, the Spanish 
Peseta or other currencies since 1939. 
Whether simple hypocrisy or reasons of 
foreign policy are responsible for such 
an attitude, it is difficult to say. The fact 
remains, nevertheless, that the general 
public is not allowed to know what is 
really happening in the currency world. 
The good Englishman and the good 
Yankee are constantly made to believe 
that their currencies are excellent in 
quality and that some “nasty and un- 
ethical dealers” try to damage their 
money by black market activities. 


Among those with only vague ideas 
about the hard facts of real currency 


values were the executives and agents 
of the tax and revenue agencies in 
Anglo-Saxon countries, including the 
United States. Their training, based on 
official publications and official cur. 
rency values, could not be changed 
over night. London’s “Financial Times” 
and New York’s “Wall Street Journal” 
abstain from daily listings of “free” 
currency values. The Federal Reserve 
Bulletin never mentions them in its 
statistics. Therefore, it is difficult to 
plead with revenue people or other off- 
cial tax experts to accept. let us say in 
Chicago, a Sterling asset at $2.20 per 
Pound instead of $4.04, the figure listed 
in the Federal Reserve Bulletin or the 
Statistical Abstract of the United States. 


History of Sterling Valuations 


As Britain’s financial situation dete- 
riorated in 1942, a few international law 
firms in New York began to oppose the 
official point of view of U. S. revenue 
authorities. They started, individually 
at first, to educate the tax agents when- 
ever it became necessary. As the block- 
ing of American assets became a fact 
that could not be denied, the different 
categories of “blocked Sterling” had to 
be recognized and blocked deposits in 
France, the Scandinavian countries, 
Africa, Asia and Australia could not be 
worth what the blocking governments 
thought they were. All during World 
War II, the “blocking-situation” changed 
only little. But after 1946, currency de- 
struction began to show up. 


England, eager to make some sort of 
financial comeback, decided to partially 
legalize the depreciation of her blocked 
currency and to allow rebates on trans- 
fer of frozen trade balances. Thus in 
1947, the “Transferable Sterling” was 
created, followed by another rebate 
Sterling, the “Switch Pound,” whose 
purpose was to make hard currency in- 
vestments in England more attractive 
for U. S., Canadian and Swiss capital- 
ists. These “Switch Pounds,” or Secur- 
ity Sterlings, acquired semi-official rank 
and function. and were readily accepted 
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for valuation purposes by American tax 
authorities. 


As these rates were about 50% below 
the official Sterling price in 1948, their 
application met with considerable inter- 
est in accounting circles in New York. 
Until September 1950, British Authori- 
ties permitted trading of Security Sterl- 
ing in three different categories: (1) to 
make purchases of British Government 
Bonds more attractive to dollar owners; 
(2) Industrials; (3) South African 
Stocks—mostly representing gold and 
diamond mines, selling pound-wise at 
quite a premium on the London Stock 
Exchange. In September 1950, these 
three Switch: Pound rates were merged 
into one single quotation. At right is a 
table of changes in market prices of 
these Security Sterlings since 1950. 


The official Sterling rate of $2.81, 
generally suggested by American tax 
authorities as a valuation basis for 


' settlements of estates including Sterling 
| assets, can be successfully opposed by 


attorneys or accountants. Being enforce- 
able in British Territory only. it is, to 
quite some degree, fictitious because 
nobody can legally buy U. S. Dollars 
in Britain at this rate, if he does not 
have a special license from the Bank 
of England. And no foreigner can force 
an English bank to transfer his blocked 
account at the official rate into the U. S., 
Switzerland. or any other hard currency 
country. 


Saving Estate Taxes 


Let us take an easy example: an 
American estate, containing, besides its 
dollar assets, 100 Imperial Chemical In- 
dustries, Ltd.; 200 Rolls Royce, Ltd.; 
150 Vickers, Ltd.;: 100 De Beers Con- 
solidated Mines, Ltd.; and £2,000 Brit- 
ish War Loan, was worth £4,930 on 
September 30, 1950—the date of death. 
If calculated at $2.81 per Pound, the 
then official Sterling rate, its dollar value 
would have been $13,853, subject to 
estate taxes. But, if taken at the semi- 
oficial rate of Security Sterling, these 
assets would have been worth only 
$9,416, because the Security Pound, at 
the end of September 1950, was traded 
at exactly $1.91 in New York. Manhat- 
tan’s turnover that day was about £60,- 
000. Factual proof of such tradings, 
easily available, has never been ques- 
tioned by tax officials. Savings of estate 
taxes in this and hundreds of similar 
cases have been considerable and will 
temain possible as long as “protective” 
currency legislation abroad exists. 


At present, not less than 70 different 
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SECURITY STERLING (Switch Punds) * 


American Account 


New York Rates in U. S. Dollars per Pound At End of Month 


1950 


Govern- 
ments 


$1.80 
1.67 
1.49 
1.60 
1.68 
1.71 
1.58 
1.55 


January $2.15 
2.05 
1.85 
1.90 
1.95 
2.00 
1.95 


1.94 


i, er ene 
March 

April 

May 

June 

July 


August 


Indus- 
trials Africans 


South 1951 1952 1953 


(All Categories) 

$2.03 $2.33 $2.64 

2.11 2.31 2.65 

2.07 2.39 2.695 

2.05 2.44 2.70 

2.04 2.47 2.645 

2.33 2.47 

2.36 2.51 

2.35 2.54 


$2.35 
2.30 
2.25 
2.25 
2.33 
2.35 
2.30 
2.28 


ee OS 


September 


1.92 
2.06 
2.02 
1.98 


October 
November 


December 


2.27 2.57 
2.27 2.61 
2.25 2.62 
2.35 2.63 


“From the “1953 Black Market Yearbook,” by Franz Pick, Copyrighted 1953. 


varieties of the Pound Sterling have 
resulted from Britain’s currency regula- 
tions. Besides the three Security Ster- 
lings. there are 18 different “Transfer- 
able” Sterlings, 8 Unclassified Accounts 
Sterlings, 9 Scheduled Territory Ster- 
lings, 25 Bi-Lateral Sterlings, 2 Resi- 
dent Sterlings, Handpayments London 
and Banknote Sterlings. Free trading 
rates of all these varieties are recorded 
daily in Switzerland, New York and 
Montevideo and might be successfully 
used whenever taxation problems of es- 
tates with Sterling assets arise. Acount- 
ants and tax attorneys will perhaps have 
difficulty in assembling such data, but I 
believe that any Foreign Department of 
the large New York banks or New York 
Stock Exchange firms might be able to 
assist in getting these facts, which are 
generally accepted by revenue agents. 


Blocked assets in banks of countries 
in the Sterling area had to be valued 
at the black market rate of the Pound 
in New York until March 1953. Then 
a new regulation of the Bank of England 
assimilated these deposits into Security 
Sterling and made them generally trans- 
ferable to any other American blocked 
account. This made them practically 
convertible at a discount of 4% to 5%. 
But, here again, every case had to be 
investigated separately. 


The general valuation rules for Ster- 
ling assets can be applied to most other 
currencies not freely transferable, with 
the exception of Iron Curtain currencies. 
Assets in countries of the Soviet orbit, 





including claims, stocks or bonds of 
pre-1939 existence, are practically value- 
less for the owner. Only their govern- 
ment bonds listed in New York, London, 
Paris and Zurich carry the values listed 
in free trading. Unlisted securities 
should be written down to zero. 


South American Assets at Discount 


Among Western Hemisvhere assets, 
those located in Argentina, Brazil, Chile 
and Bolivia cannot be assets at their 
official value. All these countries have 
a system of “multiple” official dollar 
rates, making estate valuations realistic 
only when the free or black market 
values of the respective currency are 
agreed upon with tax authorities. Also 
of importance are banking regulations 
for blocked accounts of U. S. owners. 


Argentina, for example, has an off- 
cial value of 744 Pesos for the U. S. 
Dollar, a controlled free rate of 14 
and a black market rate of 23—or 
4.3 U. S. cents for the Peso. It is the 
latter which should apply for estate 
settlements. But, should the estate have 
blocked balances in any Argentine 
Bank, it would be practical to write 
them off to an even lower value, because 
no transfer licenses for such assets have 
been granted during recent years. 


Assets in Brazil are generally consid- 
ered to be worth 514 U. S. cents per 
Cruzeiro. This official rate existed mere- 
ly in the unrealistic world of official 
publications for many years, Since 1947, 
Brazil’s currency has continually depre- 
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ciated in value and in recent months 
has dropped to about 2 cents. Assets in 
Brazilian banks, strictly blocked, should 
be valued at less than 2 cents per 
Cruzeiro. Such blocked amounts, if 
totaling less than $1,000, or 50,000 
Cruzeiros, should be written off to nil, 
because the cost of a round trip by the 
beneficiary to Brazil—where he could 
only use the money for local expendi- 
ture—would amount to more than his 
inheritance. 


Chile has no less than 6 different offi- 
cial exchange rates: Government, Pre- 
ferential, Official, Bank, Special, Com- 
mercial. In addition, there are 3 so- 
called “free rates” and one black market 
rate. For tax assessments of Chilean 
assets in an American estate, the black 
market rate should be the only logical 
measuring rod. As the official rate of 
the Chilean Peso is 314 U. S. cents, and 
the black market value about two-thirds 
of a penny, substantial tax savings 
should result from such valuation. 


Bolivia now has only 3 official rates. 
The “controlled free rate” values the 
Bolivar at 1 U. S. cent, whereas the 
black market rate is only one-fifth of a 
cent, and probably less for the transfer 
of large amounts. 









European Conditions Chaotic 


European countries, with the excep- 
tion of Switzerland, under the impact 
of more than 14 years of inflation, 
continue to manage their currencies 
with countless regulations and prohibi- 
tions of transfer. 


French assets, more numerous than 
others in American estates, should be 
analyzed from various points of view. 
French securities listed in Paris or on 
Provincial Exchanges, should be 
assessed at the value of the “Franc 
Capital” and at no other of the 12 to 
14 French currency valuations. The 
official value of the Franc is $2.85 per 
1,000 and only $2.43 for “Francs Capi- 
tal.” This would reduce the valuation 
by about 15%. Determination of real 
estate values in France is a rather diffi- 
cult problem, as only private, and not 
always reliable, estimates are available. 
City real estate, generally under rent 
control and yielding practically noth- 
ing, is less valuable than one-family 
dwellings or farmland. 


Valuation of Italian assets is much 
easier than in most other countries. 
Since 1948, there have been only two 


lira rates in existence, the official and 
the “black” lira. The latter has fluctu- 
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For complete Trust service in Cen- 
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JUNE 1, 1953 
Black 
Official Market 
Value Value 
Pound Sterling $2.81 $2.67 
Australian Pound 2.24 1.96 
Egyptian Pound 2.87 2.24 
Israeli Pound ___... 1.00 .455 
French France _.... .00434 .00243 
Spanish Peseta .035 .0231 
Italian Lira _.. .0016 .00158 
Swedish Krone .193 179 
West German Mark .238 .225 
Argentine Peso _._  .07 .042 
Brazilian Cruzeiro. .054 .0218 
Chilean Peso _...... .032 .00568 
Bolivian Bolivano .028 .002 












ated within narrow limits and has never 
dropped below 80% of the official rate. 
Early in 1953, differences between the 
free and the official market disappeared. 
Blocked balances in Italian banks were 
worth about 20% less than official cur- 
rency in January 1951. At present, a 
discount of only 6% to 7% applies for 
the estate valuation of so-called “movie” 
accounts, of which the American film 
industry has large holdings. 















Spanish asset valuations are more 
difficult. There are at least six different 
Peseta rates in existence; two basic 
rates, two preferential rates, one con- 
trolled free rate and the black market 
rate. These rates vary between 9 U. S. 
cents and 214 cents per Peseta. The 
black market rate, which underwent 
rather violent fluctuations during the 
post-war period, should be the basis of 
valuation of any asset in Spain or in 
Spanish currency. 














Facing Facts 





As space limitations make it impos- 
sible to analyze in detail about five 
dozen additional currencies and _ their 
sometimes bewildering varieties of off- 
cial, semi-official, preferential, commer- 
cial and other rates, a few rules are 
suggested to cover the most important 
problems: 









1. If assets in foreign currencies 
are not transferable on demand, the 
official exchange rate cannot be ap- 
plied and only the free or black 
market rates of the respective cur- 
rencies should serve as a tax basis. 

2. Foreign securities, if not negoti- 
able “over the counter” in New York, 
have to be assessed at so-called “Se- 
curity Exchange Rates” if any, or to 
be valued at free or black market 
currency rates on the basis of their 
quotations in security markets abroad. 

3. Small amounts, which would not 
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8 Geared to today’s needs, the swift regular issues of Federal Banking 
68 Law Reports provide authoritative aid for bankers and their counsel in 
aieil complying with federal regulation and control of banking operations. 
ver Designed particularly for those charged with the effective 

ate, direction of banking activities, the Reports afford prompt, depend- 

the able, organized, and continuing coverage of statutes, amendments, 

red, regulations, interpretive rulings, forms, and analyses of relevant 

exe new legislative developments. 

“ur- Four Compilation Volumes provide @ panoramic background 

» a of federal banking law, arranged alphabetically by topics for 

for fingertip finding. Editorial notes explain complicated or disputed 

ie” points, clarify difficult phases, indicate intent and meaning, and 

ilm form a guide to the construction of each regulatory provision. 


ore CONDITIONAL SALE 
= CHATTEL MORTGAGE REPORTS 


sic 
Here is the dependable Reporter for the man responsible for the sound 


on- 
ket handling of problems concerned with chattel mortgages, conditional sales, 
R trust receipts, and related instruments. Its frequent, current issues keep 
he subscribers abreast of everything pertinent—on both federal and state 
| levels. For CCH’s vigilant Conditional Sale—Chattel Mortgage Reports 
* dispatch to subscribers the new laws and regulations, court decisions, 
7 ' attorney generals’ rulings, and the like in this field, as they ‘‘break’’. 
0 


Within the unique framework of a uniform topical outline, 
all of the requirements relating to title-retention contracts—from 
the filing or recording to repossession and foreclosure—are de- 
tailed and fully explained in separate state divisions. Complete 
law texts are included for each state. Three loose leaf Compila- 
ues tion Volumes included without extra charge start subscribers off 
ve on the right foot. 


- Federal 
m SECURITIES LAW REPORTS 


Issue after issue, the fast, informative releases of Federal Securities Law 
Reports faithfully speed to subscribers the last word, the latest develop- 


es ment of interest and importance in the highly technical area of federal 

he regulation and control of the securities business. 

A This full-scale reporting—basic statutes, accounting requirements, 

i SEC regulations, annotated explanations, forms, court and Commission 

4 decisions—constantly reflect the changing ‘‘rules of the game” for the 

i. federal securities control law specialist, all organized for fast, sure use. 

k, Four encyclopedic Compilation Volumes give a clear-cut picture of every- 

e- thing on federal securities law from the beginning down to date. 

to 

d. . complete PUBLISH E RS OF TOPICAL LAW R EPORTS 

ot : details New YORK 36 CHICAGO 1 WASHINGTON 4 
522 FiretH Ave HIGAN AV 1329 E STREET N 
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HE FIRST ANNUAL MEETING OF THE  ecutives as well as staff, in view of the ciaries. Other provincial associations of us 

Trust Companies Association of backlog of prospects and potentials of are now being formed and it was the 7 
Canada, representing the majority of new business, with far more people to view of the Dominion Association repre- 

the corporate fiduciaries of the Domin- be served than can be handled by the sentatives that each had an important Th 

ion, brought reports of exceptional existing staffs. It was remarked that role to perform in the development of § Asso 

progress in committee work since its present full employment, turnover and internal and public policies, and in § after 

organization. on March 20, 1952. The high starting salaries create a problem working relations with the Bar. The § perti 

program for both committee and mem- which must be met by more adequate similarity of interests and problems with J as 

bership activities demonstrates not only fees — particularly on the more costly those current in the States suggests that J lead« 

expert leadership and cooperation but estate services as well as smaller trusts— collaboration across the border will § cial. 

also a prime concern with the public and by more effective means of drama-_ prove of great mutual benefit, as it will JF asset 

needs of the Dominion and its increas- tizing the advantages and importance between the Provinces. only 

ing wealth, new and old. Held in the of trust services among school and R. S. Anderson, executive vice presi- prof 

board room of the Toronto General college students. dent, Crown Tran Ca. Teseate. was to oO 

Trusts Corp. in Toronto - May 7th, the Because of the strictly fiduciary na- elected president of The Trust Com. we 

meeting balms primarily a business ses- ture of the trust companies and their panies Association of Canada. He suc- weal 

om with committee reports, an out- branch organization, the result of the ceeds the late Clarence N. Bissett, of Ir 

line of the objectives and prospective discussions seems destined to be of far Eastern Trust Co. at Halifax, whose FB .ho\ 

work and discussion of projects by greater effect than the score of attend- untimely death during his tenure of estal 

officials and committeemen present. ance might indicate, since the coopera- office was mourned by the delegates. 195) 

Plans are being made for a well- tive works have been carried on, up Other officers elected: first vice presi- | the 

rounded program at the 1954 Conven- to this time, mainly by the branch offi. dent, G. F. Harkness, general supervisor, | Con 

tion, featuring technical topics of Do- cers meetings of individual companies Montreal Trust Co., Montreal; second § W. 

minion-wide concern and national issues _ and the provincial associations, in which ates ao | A Saul stant (ness 
: ; Ne president. J. A. Taylor, assistan 

ranging from costs and charges to a the Trust Companies Association of On- general mensect, Coneda Treat Co, #€ 

cooperative trust publicity program. tario has taken the leading role, along oeilnats _aomeuieneds W. R ie 
, : he ; y-treasurer, . & 

Emphasis was placed on the need for with the associations of Quebec, New Meee fe Rte eel, Ue Diem ies 

attracting and training future trust ex- Brunswick and British Columbia fidu- itis. ; . ‘ite 

“Our country has reached maturity - 

and has taken its place among the na- t . 

tions of the world. The past year has , ’ 

: ; ; eh. 

given abundant evidence of this. At no aa 

time in our history have we attracted en 

so much attention, particularly to our 4 

neighbors to the south. Almost every re 

publication carries something about 2 

Canada, and when one travels there, 2 

one finds that the people generally are ] 

keenly aware of our accomplishments lies 

and progress. yea 

“Vigorous and enduring economic ex- on 

pansion requires not only that adequate (Ch 

amounts of capital be available but that Per 

a sufficient proportion of the capital be pos 

of the ‘risk-taking’ kind. By this is not Inv 

meant speculation but the provision of | Th 

equity capital essential to the develop- Po. 

ment of new business and the expansion Mu 

of existing business. This kind of capi- ont 

OFFICIAL FAMILY OF THE TRUST COMPANIES ASSOCIATION OF CANADA tal serves as the foundation of the whole Var 

oo (1. eS.) Saae Ms oe Montreal, Ist vice president; R. S. Anderson, financial structure of industry. Other 4 

Torontn,weeident: J Alan Taylor, Landon, 2nd vice president Rear Teh to seit:A Rey forms of capital investment, such as | by 

Halifax, both executive committee members; W. R. Scott, secretary-treasurer. mortgages and bonds, become possible wei 
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only after the equity has been estab- 
lished. Trust companies cannot do much 
in providing such capital but we can 
bring considerable influence to bear 
in keeping our political atmosphere clear 
so that taxation will be fairly distributed 
and not stifle initiative and expansion. 


“Like our country, the field for trust 
services is an ever expanding one, and 
we must ever stand ready to render the 
quality of service that will be demanded 
of us,” Mr. Anderson concluded. 


Ontario Association Meeting 


The program of the Trust Companies 
Association of Ontario, held on the 
afternoon of the same day, was of such 
pertinence, timeliness and good humor 
as to have merited the attendance of 
leaders in Dominion public and finan- 
cial, affairs. It is to be hoped that future 
assemblies of this caliber will have not 
only such leaders but representatives of 
professional trusteeship in the States, 
to observe the commentaries of these 
able guardians of $4 billion of Canadian 
wealth and investment. 


In 1952, Ontario trust companies 
showed an increase of $183,755,000 in 
estates, trusts and agency funds over 
1951 totals, according to the report of 
the Ontario Association’s Executive 
Committee, read by Secretary-Treasurer 
W. R. Scott at the opening of the busi- 
ness meeting. The Association is work- 
ing with The Financial Post to publish 
a summary of annual reports of all 
Canadian Trust Companies in the inter- 
ests of complete trust statistics. Forma- 
tion of the Dominion Association, said 
the committee, “has provided a means 
of speaking promptly and effectively on 
behalf of all Canadian trust companies, 
and afforded an opportunity for con- 
sultation and co-operation.” Conducting 
the Canadian Association’s business 
through the Ontario organization’s office 
has worked out satisfactorily. 


The report then reviewed the activi- 
lies of special committees during the 
year. In the domain of the committee 
on “Investment Powers of Trustees” 
(Chairman W. L. Knowlton, Canada 
Permanent Trust Co., Toronto) pro- 
posed amendments to increase trustee 
investment powers were not acceptable. 
The committee on “Improvement of 
Forms and Methods” (Chairman D. C. 
Murray, National Trust Co. Ltd., Tor- 
onto) discussed practices in use by the 
Various departments. Alternative sug- 
gestions to solve the problem created 
by the “Rule in Allhusen v. Whittell” 


were offered by the committee on that 
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VOLUME OF TRUST FUNDS ADMINISTERED 
BY CANADIAN TRUST COMPANIES* 


MEMBERS OF TRUST COMPANIES ASSOCIATION OF CANADA 


Estates, Trusts 


Institution Head Office & Agencies 

AcaDIA TrRusT Co. - : ._truro, N. 8. _........_.§ 16661607 
ADMINISTRATION & TRUST Co. - eae Pee. Montreal 159,855,521 
BARCLAYS TRUST Co. OF CANADA EES a 14,321,253 
BRITISH CANADIAN TRUST Co. is ____ Lethbridge, Alta” ri 4,475,824 
BROCKVILLE TRUST & SAVINGS Co. _...--- Brockville, Ont. 2,689,551 
CANADA PERMANENT TrRUsT Co. ____..__________........Toronto -......._. 103,541,956 
I I I eich celine Re: TIO sone. 140,845,804 
CENTRAL TRUST Co. OF CANADA _..__._____-_-____. Moncton, N. B, -. 13,384,917 
CHARTERED TRUST Co. .___ xii I a eesies 62,626,512 
Crown Trust Co. _... _...Toronto 109,347,525 
EASTERN TRUST Co. __. sits tea cel a Halifax 106,878,451 
EQUITABLE TRUST Co... :  _ RRESEGE SR ere 24,576 
GENERAL TRUST OF CANADA __....-.....-..... Montreal 149,306,504 
GUARANTY TRUST Co. OF CANADA Toronto wie 56,018,247 
GUARDIAN TRUST Co. — eee 19,505,611 
INDUSTRIAL MORTGAGE & TRUST Co. . eS Rae 1,507,421 
LAMBTON TRUST Co. cup TR, IT sissies 2,186,670 
MARITIME TRUST Co. .- : = -  «. * Gea 9,153,474 
MONTREAL City & DISTRICT TRUSTEES Lr. _ = RAR Sree 18,500,000 
MONTREAL TRUST Co. . _. Montreal __.................. 974,010,086 
NATIONAL TRuST Co. LTD. _ Toronto _. 384,046,592 
Nova Scotia Trust Co. _. Halifax 19,968,898 
OSLER & NANTON TRuST Co. Winnipeg 3,537,779 
PREMIER TRUST Co. : _.Toronto - 7,012,636 
PRUDENTIAL TRUST Co. LTD. . _Montreal __. 14,158,500 
RoyaL Trust Co. . a 1,110,424,138 
SOcIETE NATIONALE | DE - FIDucIE ea .. Montreal —________. 34,844,360 
STERLING TRUSTS CORP. .- ; _.. Toronto - 8,187,869 
TORONTO GENERAL TRUSTS CORP. . _....... Toronto pie ele 323,507,555 
Victoria & GREY TRUST Co. ____. Lindsay, Ont. 7,645,083 
WATERLOO TRUST & SAVINGS Co. ___..--------- Kitchener, Ont. Petia ee 19,275,220 
WESTERN TRUST Co. - ss nn Loki each 3,532,456 
YORKSHIRE & CANADIAN TRUST Co. en oe eee Vancouver . eae NA 

Total $3, 894,339,641 


OTHER TRUST COMPANIES 


ALUMINUM FIDUCIARIES LTD. 
BRITISH MORTGAGE & TRUST CORP. 
CANADIAN TRusT Co. __ 
COMMERCIAL TRUST Co, __.. 


Comonnr 2c oO. 
ExecuTors & ADMINISTRATORS TRUST CO. - 

meas. Ts oS 
__Montreal . ad aoe 
Winnipeg, Man. ____. 


MorGAn Trust Co. _... 


NortH CANADIAN TRUST Co. 
Noss Teves Co. 


OKANAGAN TRUST Co. .. 


Rees Teaver Ce... 
eee Tae Oe... 
emery Ter Oe; oe 
Summocrs Taver Co. 
WESTMINSTER TRUST Co. ._____...__--______ 


Total Non-member companies -_.. 


Mai Jaw, Sask. 


Montreal, Que. 
Brockville, Ont. 


Montreal - 
P.E.I. 


Montreal . 


Winnipeg, Man. 
Kelowna, B.C. 


Saskatoon, Sask. peranithe: 


Montreal _ 


Calgary, Alta. TS. 
Sherbooke, Que. 
New Westminster, B.C. — 


$ 


_eomiens 2... a 


$ 17,016,324 


1,191,183 
142,530 
8,566,363 
1,673,560 
1,131,940 
12,185,874 
4,835,593 
137,726 
20,955,463 
325,980 
164,221 
806,454 
391,572 
9,655,477 
348,200 


79,528,460 


Total Canadian trust companies $3,973,868,101 


*Figures furnished to TRUSTS AND ESTATES by H. A. Urquhart of the office of Superintendent of 
Insurance K. R. MacGregor. The totals show a gain of approximately $154 million over 1951. 
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title (Chairman Berkeley Hynes, Can- 
ada Permanent Trust Co.. Toronto). 


A report on a “Survey of Salaries of 
Trust Company Employees in Toronto” 
was submitted during the year by the 
committee so entitled (Chairman W. H. 
Clark, Canada Trust Co., Toronto). 
The survey covered compensation, 
working conditions and employee bene- 
fits below the rank of assistant trust 
officer and assistant accountant. The 
committee on “Fees and Services in 
Agency and Agency Investment Ac- 
counts” (Chairman John Sherlock. 
Canada Trust Co., Toronto) made such 
a tabulation with a view to bringing 
charges in line with present costs; a 
further report is due after additional 
study. 

The committee on “Proposed Public 
Relations and Advertising Campaign” 
(Chairman O. E. Manning, Canada 
Permanent Trust Co., Toronto) is ex- 
ploring the possibilities of a joint effort. 
investigating particularly the questions 
of distribution of costs, media, copy and 
supervision. 


The Stock of the 
Association reported, through chairman 
E. R. Parlmer, (Canada Trust Co., 
Toronto), that largely as the result of 
the Association’s efforts the federal se- 
curity transfer tax has been repealed. 
The Ontario government has indicated 
it will entertain representations respect- 
ing simplification of administration of 
the Act and Regulations covering the 
Provincial security transfer tax. 


Mr. Parlmer also revealed that a 
committee of the Legislature has accept- 


Transfer Section 


ed a number of recommendations for 
revision of The Corporations Act (form- 
erly The Companies Act) submitted by 
a special committee of the Section. An- 
other special committee, acting on be- 
half of the Trust Companies Association 
ef Canada, discussed with federal off- 
cials proposals by the government to 
eliminate deduction at the source of 
payments made to non-resident insur- 
ance companies. As a result, the trust 
institutions were able to avoid the bur- 
den of further unremunerative work. 


Standing Committees Report 


Since the formation of the Dominion 
Association, the standing committee on 
“Taxation” (Chairman Edwin A. Puddy, 
Canada Trust Co., Toronto) has func- 
tioned chiefly as a committee of that 
organization, and it is believed its repre- 
sentations will therefore carry more 
weight. Indicative of this is the suc- 
cess of the committee’s representations 
with respect to income tax on interest 
accrued between coupon dates, and the 
apportionment of foreign tax credits 
among estate beneficiaries. 


The “Pension Trusts” committee 
(Chairman J. Fraser Coate, Montreal 
Trust Co., Toronto) reported these 
accomplishments: legislation in Ontario 
to permit payment from pension and 
similar funds up to $1,500 without suc- 
cession duty consents; and publication 
of a “Guide to Services and Minimum 
Fees.” Still in process are discussions 
with the Tax Department regarding 
severance payments. The committee has 
also submitted a brief to the Minister of 
Finance to provide for tax exemption 





Left to right: W. Leo Knowlton, Q.C., vice president; J. Douglas Gibson, guest speaker; 
J. G. Hungerford, immed. past president (speaking); and J. Wilson Berry, president, at 
Trust Companies Association of Ontario annual meeting dinner. 
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on contributions to approved pension 
plans for members of professional and 
other approved associations. Recom. 
mended legislation permitting the ap. 
pointment of beneficiaries has received 
tentative approval and is expected to be 
implemented at the next session. Effort 
will be made to secure clarification of 
the succession duty regulations relating 
to payments from pension funds. 

The committee on “Trust Company 
Employees Training Course” (Chairman 
A. Roy Courtice, Toronto General 
Trusts Corp., Toronto) reported 163 
registrations in 1952 for the Queens 
University course. Nine students com- 
pleted the course, bringing the total 
number of graduates in the eight year 
history of the course to 48. While en- 
rollment expectations are continually 
exceeded, far too many students drop 
out before completion of the course. 
The enlarged Education Committee is 
reviewing the situation with a view to 
reorienting the program and to activa- 
ting it through cooperation of the gradu- 
ates and the Association. 

Top honor graduate this year was 
J. H. McKebben of the Hamilton, On- 
tario, office of National Trust Co. Ltd. 
Just one point behind his total of 465 
was A. A. Mowat of Canada Permanent 


Trust Co. at Woodstock. Ont. 


Life Insurance-Trust Council 


An informal report was given to the 
Association by Carman A. Jerry (Royal 
Trust Co., Toronto) on the re-forma- 
tion of the Life Insurance-Trust Council 
of Toronto of which he was president. 
The Articles of Association, patterned 
in the main after the Cleveland and 
Montreal Councils, were adopted last 
October and provide for non-resident 
membership as well as associate mem- 
bership for lawyers. bankers and _ac- 
countants. Present membership, accord- 
ing to Mr. Jerry, consists of 19 insur- 
ance men and 12 trustmen (the maxi- 
mum ratio permitted is 2 to 1, with not 
more than 4 and 2, respectively, from 
any one company) ; one lawyer and one 
chartered accountant hold associate 
memberships. 

The monthly dinner meetings have 
been featured by talks on “Capital Ac- 
cumulation — Some Solutions,” “Arm’s 
Length Transactions,” “Valuation for 
Succession Duty and Gift Tax Pur- 
poses,”* “Life Insurance and Banking,” 
“Common Trust Funds,” and “Wills.” 
Although membership in the Council is 
on an individual basis, Mr. Jerry urged 
the trust companies to encourage attend- 
ance and to support the Council’s activi- 


*See page 453, this issue. 
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ties, particularly because they stand to 
benefit perhaps more than any other 
group from this cooperative estate plan- 
ning organization. 

Officers of the Council elected for the 
1953-1954 season are: 

Pres.: A. J. Elder, London Life In- 
surance Co. 

V.P.: D. A. Mercer, Montreal Trust 
Co. 

Sec.: J. D. Mingay, Prudential Insur- 
ance Co. of Eng. 

Treas.: G. A. Dew. Canada Trust Co. 

Business Sec.: W. R. Scott. 


Future Development 


Expressing his appreciation to the 
various committees for their contribu- 
tions during the year, as well as to 
Secretary Scott, President J. G. Hunger- 
ford, of National Trust Co. Ltd., in 
Toronto, indicated some courses of 
activity for the Association in the fu- 
ture. He remarked that, while no formal 
meetings had yet been held with execu- 
tive officers of the Canadian Bar Asso- 
ciation, certain approaches have been 
made and it is hopeful that some satis- 
factory plan will be developed this year 
whereby representatives of the compan- 
ies and of the profession may work 
toward a common understanding. 


In commenting on the more than 70% 
increase in total assets under admini- 
stration by all Canadian trust compan- 
ies since the Ontario Association was 
formed in 1932, Mr. Hungerford ob- 
served that profits have not kept pace 
with this advance. Whereas the margin 
of profit on all assets was 1/7th of 1% 
twenty years ago, it is now little more 
than 1/10th of 1% and doubtless far 
less than that for estates, trusts and 
agencies. Increased efficiency and vol- 
ume are important but efforts must be 
directed toward bringing trustee fees in 
line with increased risks and costs. 


At the close of the business meeting, 
J. W. Berry, president and general 
manager of the Guaranty Trust Co. of 
Canada, was elevated to the presidency. 
Succeeding him as vice president is W. 
Leo Knowlton, Q.C., manager of the 
Canada Permanent Trust Co. at Toronto. 
” R. Scott was renamed secretary- 
treasurer. 


Following the business session, a 
Trust Forum was held. These papers and 
the dinner address are published begin- 
ning at page 445. In summary, it was 
quite appropriate that these joint ses- 
sions should be held in Toronto, the 
Huron Indian word meaning “a place 
of meeting.” 
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Canadian Nickel Production 
Active 


The importance of Canada as a 
source of versatile nickel is indicated 
by the fact that its production repre- 
sents 85% of the world output. During 
1952, Canada turned out 280 million 
pounds worth around $151 million. 
This figure represented an increase of 
over 4 million pounds above 1951 pro- 
duction but nearly 8 million pounds 
short of the 1943 peak, spurred by war 
needs. The famed Sudbury area in On- 
tario produces the copper-nickel ore 
which also yields platinum, gold and 
silver as by-products. 





Issues Book on Foreign Moneys 


The 1953 edition of Foreign Ex- 
change Quotations, published annually 
by Manufacturers Trust Co. of New 
York, appeared in May listing the cur- 
rencies of 144 different countries 
throughout the world. One column gives 
the basic unit of the currency, another 
the subdivisions, and a third column 
lists a recent quotation in terms of 
United States dollars and cents. A sepa- 
rate table provides the decimal equiva- 
lent of the common fractions, and an- 
other table covers shillings and pence 
in terms of decimals of .a pound sterl- 


ing. 





A Complete 
Fiduciary Service 


Since 1893 


e The Eastern Trust Com- 
pany, incorporated by an Act 
of the Parliament of Canada, 
commenced operations at 
Halifax in 1893 and is one of 
the oldest trust companies in 


Canada. 


e Our history reflects con- 
sistent growth and expansion, 
and although we are not en- 
gaged in banking, we offer 
complete fiduciary services 
through our branches span- 
ning Canada from St. John’s 
Newfoundland to Vancouver 
British Columbia. 


EQS (CLM 


rusk company 


Head Office: 
HALIFAX, NOVA SCOTIA 











Drafting Allocation Clauses 





Locating Tax Incidence of Receipts and Expenses 


Between Principal and Income 


ALBERT MANNHEIMER 


Nathan. Mannheimer, Asche & Winer 


F THE ORDINARY TAXPAYER were given 
I the chance to write special tax laws 
for himself exempting certain items of 
his income from taxation, he would 
jump at the opportunity. For the ordi- 
nary taxpayer, there is no such oppor- 
tunity. But fo revery testator and every 
man who creates an irrevocable trust, 
there is. By using an allocation clause, 
he has the opportunity to exempt from 
taxation certain income items that, so 
far as the beneficiaries are concerned, 
would otherwise be taxable. Such a 
clause will also serve, among other 
things, to reduce taxable income by 
using tax deductions that would other- 
wise be wasted, to shift taxable income 
from the income beneficiary’s high 
brackets to the trust’s relatively low 
bracket, and — apart from taxes — to 
simplify the administration of the trust. 


This paper is designed to explain the 
tax advantages of just one particular 
kind of allocation clause, having as its 
specific objective the reduction of the 
taxable income of the income benefici- 
ary of a currently distributable trust, 
ie., a trust directing that the income be 
paid to a named individual at designated 
intervals not less often than annually. 
In such instances, a clause of the type 
set forth at the end of this article will 
help to save taxes in cases falling into 
four separate classes. 


Four Classes of Cases 


1. Allocating Taxable Receipts to 
Principal. The clause permits the allo- 
cation to principal of certain taxable 
receipts, e.g., taxable stock dividends 
and taxable extraordinary cash divi- 
dends. The result of such allocation is 
that the trust itself—the trust as a 
separate taxpayer presumably in lower 
brackets than the income beneficiary— 
will pay the tax on these items. 


Reprinted by permission of copyright owners 
from Proceedings of the New York University 
1lth Annual Institute on Federal Taxation. Foot- 
notes may be found in the bound volume published 
by Matthew Bender and Company, Albany 1, N. Y., 
at $23.50. 
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2. Charging Tax Deductions Against 
Income. Whether expenses and _ losses 
are to be charged against income or 
principal normally depends on state law. 
However, an allocation clause confer- 
ring discretionary power upon the trus- 
tee permits charging against income, 
tax deductions which would otherwise 
be chargeable only against principal. The 
items here referred to are those which 
the income beneficiary would be per- 
mitted to deduct for Federal income tax 
purposes if he owned the corpus out- 
right, but which, under state trust law 
(unless displaced by an_ allocation 
clause) would not be permitted to serve 
to reduce the income beneficiary’s tax- 
able income. Examples include capital 
losses, trustees’ principal commissions, 
cost of investing and reinvesting princi- 
pal, certain legal expenses, and some- 
times penalty interest on estate tax 
deficiencies. 


Time and again, the benefits of these 
deductions are entirely wasted. This can 
happen whenever the trust ends its tax- 
able year without any income of its own, 
which, in the case of a currently distrib- 
utable trust, is usually the situation 
unless the trust has had capital gains. 
There is nothing against which to offset 
the tax deductions which are chargeable 
only against principal. Referring to the 
waste of the deduction in a case where 
the income beneficiary will ultimately 
acquire the corpus, Kennedy* says: 


“In this situation, any loss of cor- 
pus is in reality suffered by the bene- 
ficiary, but he cannot deduct the loss 
and the deduction of the trust may be 
useless. Should income in one year, 
for example, be $5,000, and uninsured 
securities worth $5,000 be stolen from 
the trust in the same year, the casu- 
alty loss deduction is useless to the 
trust and cannot be shifted to the 
beneficiary to offset his $5,000 of dis- 
tributable income. The Government 
collects income taxes on $5,000 which 


*“Federal Income Taxation of Trusts and Es- 
tates,”’ at page 250. 


HENRY L. WHEELER, Jr. 


Chief Counsel, Robinson Brothers 


it would not have collected had there 


been no trust.” 


As appears from “A Proposed Revi- 
sion of The Federal Income Tax Treat- 
ment on Trusts and Estates—American 
Law Institute Draft” by H. Brian Hol- 
land, Lloyd W. Kennedy, Stanley S. 
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American Law Institute now takes the 
position that all tax deductions available 
to the trust should also operate to reduce 
the amount taxable to the beneficiaries. 
with the exception, however, of capital 
losses. 


It is to be hoped that this proposal 
will ultimately be adopted by Congress. 
However, under the law as it stands to- 
day, an allocation clause authorizing the 
trustee to charge these deductions 
against the beneficiary’s income is the 
surest way to prevent them from being 
wasted. Moreover, the clause will serve 
not only to prevent the waste of the 
deductions, but will enable them to be 
used to offset income that would other- 
wise be taxable in the beneficiary’s 
highest bracket. 


3. Charging Non-Tax Deductions 
Against Income. An allocation clause 
permits charging against income items 
which are not tax deductions at all— 
and which normally would be charge- 
able under state law against principal. 
Examples include the cost of maintain- 
ing a residence, the expenses of a hobby 
farm, and last but not least, the pay- 
ment of premiums on life insurance 
policies owned by the trust. 


Suppose the trust income is $10,000 
and $1,000 is paid to maintain a policy 
on the life of the income beneficiary. If 
the insurance premium is charged to 
income, then the trustee pays only 
$8,800 to the beneficiary, i.e., $10,000 
minus not only the $1,000 premium but 
minus also approximately $200 repre- 
senting the tax that the trust, as a 


753 Columbia Law Review 316, at 323, et sea. 
(Mar. 1953). 
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separate taxpayer, will have to pay on 
the $1,000. Thus, $1,200 is kept out of 
the beneficiary’s relatively high brack- 
ets; and the insurance is bought with 
dollars taxed in the trustee’s low 
brackets. 


4, Allocation to Prevent Creation of 
Artificial Taxable Income Out of Re- 
ceipts Which Clearly Are Not Income. 
This is where the opportunity for the 
testator to write his own tax laws comes 
in. There are receipts which, in the 
absence of a trust, would be non-taxable, 
but which become taxable solely because 
the receipts are regarded as “income” 
under state trust law. Examples include 
the following items allocated to the 
income beneficiary by the state courts 
administering the trust: portion of sur- 
charge for a breach of trust, interest in 
purchase money mortgage taken back 
on sale of foreclosed property. portion 
of non-taxable stock dividend, bonds 
and cash received for defaulted bonds 
in bankruptcy reorganization. The state 
law treating such receipts as “income” 
can be displaced by the trustee’s decision 
to treat these items as principal, pro- 
vided the trustee is armed with an 
appropriate allocation clause. 


From Non-Taxable to Taxable 


The transformation of non-taxable 
trust income into taxable income first 
afflicted an unfortunate income bene- 
ficiary in Plunkett v. Comm., 118 F.(2d) 
644. (1941). In that case, the trustee 
improperly handled investments, suf- 
fered a capital loss and was surcharged 
in the sum of $500,000, which was less 
than the capital loss. Out of the sur- 
charge, $70,000 was awarded to the 
income beneficiary to compensate for 
the loss of income. Obviously, this $70,- 
000 was not statutory taxable income. 
Nevertheless, the income beneficiary was 
required to pay taxes on the $70,000 on 
the theory that the beneficiary was not 
entitled to receive any principal, and 
since the $70,000 “was distributed to 
him as income”—and here the court 
jumped from one concept of income to 
another—“he cannot escape taxation on 
it by showing that the fund as invested 
earned no income.” 


Next came Johnston v. Helvering, 141 
F.(2d) 208 (1944) which presented 
these facts. The trustees foreclosed a 
mortgage, which had a $600,000 cost 
basis in their hands, and bought in the 
property. Years later, they sold the 
property for about $550,000—$100,000 
cash, $450,000 purchase money mort- 
gage—thus suffering a $50,000 loss. 
Under trust principles then applicable 
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to salvage operations and to compensate 
for about five years’ loss of income, the 
income beneficiaries were awarded 
$9,000 in cash and a $57,000 interest in 
the mortgage. The Court of Appeals for 
the Second Circuit taxed the income 
beneficiaries on the award made to 
them, though in fact there was nothing 
but a capital loss. 


Though apparently nobody has a 
good word for the doctrine, it is now 
imbedded in the law, and there are 
only two ways to escape having this 
type of so-called income taxed, namely, 
legislation or an appropriate allocation 
clause. 


There are two reasons why _ this 
matter of fictitious income is important. 
In the first place, cases involving such 
income are by no means rarities. In 
the second place, to judge by the cases, 
when an instance does arise, the amounts 
involved tend to run so high that the 
tax consequences reach the proportions 
of a disaster for the income beneficiary. 


We suggest the following clause: 


“Except as accumulations of income 
are prohibited by law, the trustee 
shall have the power to determine, 
as to each receipt, whether the same 
is principal or income, or what part 
thereof is principal and what part is 
income, and as to each expense, 
charge or loss, whether the same shall 
be borne by principal or by income 
or in what shares by each. 


“Without limiting the generality of 
the foregoing, it shall apply to stock 
dividends, whether in the stock of the 
declaring corporation or of any other 
corporation, liquidating dividends, the 
proceeds of non-productive or sub- 
stantially non-productive property, 
and also to trustee’s compensation, 
including principal commissions, ac- 
counting expenses, other expenses 
incurred in connection with the trust 
estate or with its administration and 
management, costs of investing or 
reinvesting principal, amortization of 
bond premiums, and carrying charges 
on non-productive or substantially 
non-productive property. 


“Generally, I recommend, but do 
not direct, that all receipts, which 
need not be included in Federal gross 
income (except tax exempt interest) 
shall be treated as principal, and that 
all expenses, charges and losses which 
are deductible for Federal gross in- 
come tax purposes (except deprecia- 
tion and depletion) shall be charged 
against income. 


“T direct that the powers, herein- 
above granted, shall be exercised 
irrespective of local rules of construc- 
tion, and that such powers shall be 
absolute powers, and shall not be 
subject to review.” 


PARKE-BERNET 
GALLERIES, Inc 


980 MADISON AVENUE 
NEW YORK 21 


SPECIALISTS IN THE 
LIQUIDATION OF ART 
LITERARY AND OTHER 
PERSONAL PROPERTY 

AT PUBLIC AUCTION 


Unsurpassed facilities 
a competent, knowledgeable staff 
versed in every phase of 
public auction selling 
a reputation for fair dealing 
and a following of important 
and wealthy collectors 
throughout the country have 
established PARKE-BERNET 
as the leading firm of its kind 
in the United States 


Inquiries Invited 


HIRAM H. PARKE., President 


ARTHUR SWANN, LESLIE A. HYAM 
LOUIS J. MARION, Vice-Presidents - 


MAX BARTHOLET, Secy. & Treas. 


Tax Know-How 


in Florida! 


We suggest that you refer 
Florida-bound customers to 
The First National Bank of 
Miami for the same quality of 
trust service they expect else- 


where—tax and investment ex- 


perience, prompt cooperation 
on ancillary matters, every fidu- 
ciary service. Your inquiry is 
invited. 


The 
First National Bank 


of MIAMI 














Within 30 minutes of arrival, your 
important sendings can be on their way! 


Our Rapid Router service has been designed to 
handle, in the fastest possible way, all your important 
sendings — checks and other items which need special 
attention. 


Here’s how The First’s Rapid Router works for such 
items. They are: 


1 Sorted to Lock Box RR by postal clerks, sepa- 


rate from our regular mail. 


2 Collected from this box at frequent intervals, 
P day and night, every day. 


3 Delivered direct to our Rapid Router desk where 
‘ Special Transit personnel select the fastest means 
of making presentation. 


4 Micro-filmed and sped on their way — often with- 
in 30 minutes of receipt—by the fastest carriers 
available. 


You are invited to try this fast, accurate, and de- 
pendable service. This special handling of your im- 
portant sendings is available to you even though you 


may not have established a correspondent relation- 
ship with The First. Next time—simply mail them 
with a separate letter of transmittal to: 


LOCK BOX RR 
CHICAGO 90 
ILLINOIS 


Upon your request, we will send you a supply of 
printed envelopes with your return address on the 
corner card along with further information about our 
important Rapid Router service. 

Rapid Router is only one of many First National 
services available to you. They are: 


Complete Clearing and Collection Service + Travelers Checks 
Complete Foreign Banking Service + Loan Participation « Bond 
Department + Operational Procedure Surveys + Assistance 
in Handling New Types of Loans + Wire Transfers + Safe- 
keeping Service * Bank Remodeling and Modernization 
Public Relations and Advertising + Credit Information 
Correspondent Conferences * Assistance in Special Events 


Epwarp E. Brown, Chairman of the Board 


James B. Forcan, Vice-Chairman 


Harowtp V. AmBerc, Vice-President 
Gaytorp A, FREEMAN, Jr., Vice-President 


Homer ). Livineston, President 


Water M. Heymann, Vice-President 


Huco A. AnpERsSON, Vice-President 
HERBERT P. SnyvErR, Vice-President 


The First National Bank of Chicago 


Dearborn, Monroe and Clark Streets 


Building with Chicago since 1863 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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COORDINATING EMPLOYEE BENEFITS | 
with E stale Zz lanning 


FRANK J. CAMPBELL, Jr., C.L.U. 
Philadelphia; Life Member of Million Dollar Round Table 


T IS INCREDIBLE HOW MANY ESTATE 
| planners never ask about a prospect’s 
benefits under a Pension or Profit-Shar- 
ing Plan and after their Report is sub- 
mitted, they find their recommendations 
are inaccurate due to inadequate fact- 
finding or, in the case of an underwriter, 
his proposed new insurance goes out 
the window because the prospect has 
more than enough under an Insured 
Pension plan or contingent annuity 
options. What problems do the partici- 
pation of our prospect in a qualified 
pension plan present to his executors? 
What problems do they solve? How do 
we integrate such benefits in a well- 
planned estate? When should we pro- 
pose the creation of such a plan as an 
estate planning recommendation — a 
very practical solution too often over- 


looked ? 


It will be extremely unlikely that you 
will see the actual agreements or group 
annuity. Consequently you must rely on 
the booklet if available. Otherwise, cau- 
tion your prospect to get specific in- 
formation before you ‘make any recom- 
mendations. Few participants actually 
know what rights and privileges they 
have under these plans. 


How many trustmen and advanced 
underwriters ever check the language of 
an insurance trust before trying to add 
to it a policy under a pension trust? 
Does the insurance trust say that the 
settlor has all rights under the policies, 
such as right to borrow, change benefi- 
Clary, etc.? Well, he does not under the 
policies under the Pension Trust and 
he cannot lodge those policies with his 
insurance trustee because they belong 
to his pension trustee, as long as he is 
under the trust. A pick-up clause is 
needed to cover this situation. 


Weighing Tax Factors 


We may wish to use proceeds from 
4 pension or profit-sharing plan to help 
pay settlement costs, in which case they 





From address before Philadelphia Life Insurance 
and Trust Council, May 5, 1953. 
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should be paid in a single sum. If paid 
in installments they may constitute a 
considerable tax item without furnishing 
the funds with which to meet these 
costs. Consequently we must know the 
tax situation and watch our arithmetic. 


Policies under a qualified pension 
trust constitute both an estate tax lia- 
bility and an income tax liability. In 
small estates, the latter is far more seri- 
ous. Only the portion attributable to 
life insurance, on which the participant 
paid income tax during his lifetime, is 
free of income tax at his death. The 
balance is subject to income tax in the 
hands of the beneficiary. If the total 
taxable estate, including the pension or 
profit-sharing benefit, is less than $60,- 
000 it may be inadvisable to have death 
benefits paid in a single sum since they 
will be subject to a long-term capital 
gain even though not great enough for 
an estate tax. If paid in installments, 
they are subject to ordinary tax but the 
beneficiary will usually have relatively 
little other income at that time. 


To illustrate, a man may have a 
$300 per month pension under an in- 
sured pension trust, using the retire- 
ment income with insurance contract as 
the funding medium. He has a $30,000 
initial death benefit increasing eventu- 
ally to $49,500 as the cash value be- 
comes sufficient at age 65 to provide a 
life income, 10 year certain pension of 
$300 per month. If he dies at a time 
when the cash value is $20,000, he is 
considered to have $29,500 of life in- 
surance on which he paid the term in- 
surance cost and $20,000 is considered 
a “distribution from the trust.” If paid 
in one year, the $20,000 is subject to a 
long-term capital gain at a maximum 
effective rate of 26% or $5,200. If he 
died just before retirement, the entire 
$49,500 would be taxed as income. Sur- 
prisingly few participants in pension 
trust plans know this and too few estate 
planners recognize this tax liability in 
their planning. 


On the other hand, the value of the 
income will constitute a sizeable estate 
tax liability and it should be provided 
for. 


Tax on Survivor Benefits 


Group annuity or trusteed fund sur- 
vivorship payments constitute an estate 
tax liability yet provide no lump sum 
cash to meet the tax, so bear them in 
mind. Some highly paid employees have 
little or no outside estate but a substan- 
tial pension. Seldom do they realize the 
tax impact on their estates of survivor 
benefits and consequently make no pro- 
vision for sufficient liquidity to pay the 
tax. It may take most of their outside 
assets they thought would be enjoyed 
by their widow. 


To illustrate, a highly paid executive 
may have his option of a $15,000 life 
annuity or an $10,000 joint and sur- 
vivorship annuity, payable as long as 
he or his wife shall live. He selects the 
joint and survivorship option. If the 
executive dies after receiving two years’ 
income and his wife is 65 at that time, 
she is considered to have received a 
life income of $10,000 from the execu- 
tive’s estate. This income would have 
an estate value of about $150,000. Does 
the client have sufficient outside assets 
to pay the estate tax on such an item? 
If not, the government will attach the 
income until it collects its tax. The 
widow may die without ever receiving 
a dollar. By properly coordinating his 
pension and survivor benefits and his 
personal assets by means of a well de- 
signed estate plan, this tax pacture could 
be greatly improved. 

It would be better for the client to 
draw the $15,000 and use all or part of 
the $5,000 differential to buy life in- 
surance for his widow that she will get 
and which will be sufficiently liquid to 
pay its share of his estate tax. 


Money to Live 


Our experience has been that the bulk 
of the participants in an insured pension 
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trust have more life insurance under the 
plan than they have personal life in- 
surance. By carefully coordinating the 
benefits under such a plan with their 
personal life insurance, personal estate 
and social security, a real service can 
be rendered and the combination may 
produce an income near enough to the 
Objective so that some additional insur- 
ance to make up the balance can more 


easily be placed. 


An analysis of his existing insurance 
will disclose if he has any 314% or 
even 3% settlement options or uniform 
options for male and female, in which 





case it would be better to have the pen- 
sion proceeds setttled in cash for estate 
liquidity and conserve the good options. 
Otherwise the personal insurance should 
be used to avoid the lump sum income 
tax on the pension proceeds. 


If the prospect has a much younger 
wife, bear in mind that women live 
longer than men and the combination 
of younger age and female makes a 10 
year certain and continuous pension a 
dubious protection for the widow. The 
prospect needs some additional protec- 
tion to pick up the exposure after he 
passes age 75. 


midwest trust company 


began using Purse service 
in 1938. 


Its trust assets then 


(after nearly half a century) 
were about $15,000,000. 


Today trust assets have 


a reported value 


of about $60,000,000 


— actual value over $100,000,000. 


* 


Without obligation, ask for a mail demonstration 
of a trust promotion program that 
should be a profitable investment 

for your bank. 


* 


THe Purse Company 


CHATTANOOGA, TENNESSEE 


NEW YORK * CHICAGO * BIRMINGHAM 
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The interesting and perhaps startling 
fact is that rarely are any but the top 
participants in a pension trust given 
any individual attention by the agent 
or broker. There is a “gray area” where 
the consultant feels he is losing some 
of his prestige if he offers to service 
these people. But the by-products of a 
pension trust are a very important 
source of revenue for an underwriter 
and it is overlooked to an alarming 
extent. We owe the participants this 
service if we are going to recommend 
individual policies as a funding medium. 


It is also a prime market for the 
trust officer. He is the trustee of the 
plan—he has prestige with the partici- 
pant. One would be surprised at the 
number of executorships that can be 
picked up among the moderately or 
better paid participants who have small 
personal estates and have not been 
alerted to the need of a will. A common 
trust fund can do a job on the proceeds 
of a profit-sharing trust. There are 
guardianship potentials where the par- 
ticipants have young children, particu- 
larly where the executives have migrated 
from distant points and have few if 
any relatives in the area to look after 
their children. 


In planning the income that may be 
counted upon from pension trusts or 
group annuities, the prospect’s rights 
as to alternative retirement options 
should be checked. This particularly 
applies to pension trusts where such a 
decision may be deferred until retire- 
ment age without examination. Rarely 
is there anything sacred about 10 year 
certain and continuous, although few 
plans will allow lump sum at retirement. 
I have used 15 year certain in a great 
many cases where wives were much 
younger, other income was adequate or 
the participant just was not comfortable 
with 10 year certain because he felt he 
was not being guaranteed the full cash 
value. Under group annuity, any alter- 
native retirement option must usually 
be selected at least 5 years prior to re- 
tirement age, otherwise an examination 
is required to prevent selection against 
the mortality discount. 


Death After Retirement 


Death and survivorship benefits must 
be coordinated with the individual’s 
personal insurance and property estate. 
So many times we only think of death 
before retirement; actually about 4 out 
of every 5 of us are going to live beyond 
age 65; the survivor in about 5 out of 
6 cases will be a widow unable to earn 
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a living. We must determine whether 
any money is going to be needed by 
anyone other than the survivor — 
whether widow or widower. The ages 
and state of health of any other depend- 
ents enter into the picture. One should 
think twice about suggesting to a wi- 
dower approaching retirement age with 
a young daughter, not dependent, that 
he select a contingent annuity option. 
The inclusion of the daughter will so 
decrease his income that the pension 
will be ineffective. 


If the participant is healthy and in- 
clined toward something like chicken- 
raising, it would be more practical to 
take the cash value, pay the tax and 
use the balance to buy that farm. We 
always advise our employers to give the 
pension committee the right to make 
payment in a single sum. Few pension 
trusts allow it, most profit-sharing plans 
do—there are no cash values in group 
annuities or Trusteed Funds. 


The attractiveness of participation in 
a pension or profit-sharing plan to the 
substantial stockholder employee is well- 
known. In so many cases these plans 
may be installed without any actual cost 
to the stockholder-employee because his 
participation is greater than the net cost 
of the plan after taxes. Most of these 
plans are designed primarily to siphon 
off some of the money that would other- 
wise go down the drain in taxes and 
provide a fund to furnish cash to the 
estate of the stockholder-employee for 
liquidity purposes. Rarely is he con- 
cerned with the retirement feature—it 
is the capital gain he wants. For this 
reason, the pension trust with its cash 
values and the profit-sharing plan with 
its cash values are better suited to such 
a plan than a group annuity or a trus- 
teed pension plan. 


Retention of Key Personnel 


Surprisingly few underwriters and 
trust officers consider this next situation. 
Suppose you are planning an estate, the 
principal asset of which is a profitable 
close corporation, the prospect has 
young sons whom he hopes will run 
the business some day and a wife and 
daughters he hopes will derive an in- 
come from it. The papers are prepared 
and sufficient life insurance is arranged 
to provide the necessary: settlement costs. 


Why was this done before finding out 
something about who helps this man to 
tun the business today? What ‘steps 
have been taken to reasonably assure 
their continuing in the employ of the 
estate? How many long-service older 
age employees will the trustee and later 
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the ‘sons inherit as pay-roll liabilities? 
Will the business be run for their bene- 
fit instead of providing income for the 
wife and daughters? 


We recommend to an employer that 
he consider a pension and profit-sharing 
plan to attract and hold desirable per- 
sonnel, and provide a systematic orderly 
process for getting them off the pay-roll 
when their efficiency decreases. If he 
does ‘not systematically depreciate his 
human machinery, he is bequeathing his 
family a business predicated on a false 


balance sheet which will produce a high 
estate tax, since its earnings record will 
be higher than it should have been, and 
its potential earnings much less than 
he thinks they are. 


Estate Planning means coordination: 
—of effort on the part of underwriter, 
trust officer and client; of property, 
whether real, personal, insurance or 
benefits under an employee benefit plan. 
Your recommendations will be no better 
than your information—about the man, 
his property and the laws affecting them. 





In 
Philadelphia... 





This Bank has been active in the administration of trusts 
and estates for more than 100 years. Today men and 
women, business and charitable institutions, rely on us 
for help in managing assets with a market value of 
more than $1,200,000,000. 


GIRARD IRUST 


PHILADELPHIA 
Chartered 1836 


Corn ExcHancEe Bank 
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Gstalder Heads PBA Trust 
Division 

Malvin F. Gstalder, vice president, 
cashier and trust officer of First Na- 
tional Bank, Williamsport, was elected 
chairman of the Pennsylvania Bankers 
Association Trust Division for 1953-54 
at the annual PBA convention held in 
Atlantic City, May 26. George M. Fehr, 
trust officer, Commonwealth Trust Co., 
Pittsburgh, was named vice-chairman, 
and Robert U. Frey, assistant vice presi- 
dent of The Pennsylvania Company for 
Banking and Trusts, Philadelphia, was 
re-elected secretary-treasurer for his 
38th consecutive term. 


Mr. Gstalder is one of the early grad- 
uates of the A.B.A. Graduate School of 
Banking at Rutgers University and his 
thesis, “Mortgage Pools for Trust In- 
vestments,” one of the few published by 
the A.B.A. in book form. 


In his acceptance address Mr. Gstal- 
der stated that the Pennsylvania Trust 
Division “was the first state organiza- 
tion of trust institutions in the United 
States, and has attained an enviable 
record of achievement.” 


Objectives for the year, as outlined 
by the new chairman, were: 1) Con- 
tinue the work of standing committees 
in solving problems of investment, tax- 
ation, operation and administration; 2) 
Emphasize again the need to determine 
accurately the trust market and to sell 
trust services effectively; 3) Stress the 
importance of careful determination of 
operating costs on which to base realis- 
tic fees (a special session on this sub- 
ject is to be arranged); 4) Continue 
research in operating methods to keep 
costs at an economical level; 5) Develop 
man-power and leadership by giving 
opportunity to every qualified and will- 
ing trust man to work on a committee 
under the guidance of experienced men. 
The matter of attracting more young 
men and women of character and ability 
to a career in trust service is primarily 
a problem for the individual institution, 
Mr. Gstalder said, but the division 
would be ready to assist at the state 
level in any appropriate way. 

Assisting in carrying out this pro- 
gram will be the following committee 


chairmen who have accepted their 
appointments: 


Cooperation with the Bar—Cleveland 
D. Rea, trust officer, Mellon National 
Bank & Trust Co., Pittsburgh. 


Costs and Charges — Maurice D. 
Hartman, vice president, Fidelity-Phila- 
delphia Trust Co., Philadelphia. 
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Malvin F. Gstalder (left), vice president & 
trust officer, The First National Bank of 
Williamsport, receives congratulations on his 
election as chairman of the Trust Division, 


Pennsylvania Bankers Association, from 
Paul C. Wagner, vice president, Fidelity- 
Philadelphia Trust Co., immediate _past- 
chairman. Looking on is Robert U. Frey, 
assistant vice president, The Pennsylvania 
Co., Philadelphia, who was elected Secre- 
tary-Treasurer for the 38th consecutive term. 
Absent due to illness was the new vice 
chairman, George M. Fehr, trust officer of 


Commonwealth Trust Co., Pittsburgh. 
Law of Decedents Estates and Trusts 


—J. M. Duff, trust officer, Potter Bank 
& Trust Co., Pittsburgh. 


Smaller Trust Departments — James 
P. Nunemaker, trust officer, Producers 


Bank & Trust Co., Bradford. 


Taxation—John E. Williams. assistant 
vice president, Provident Trust Co., 


Philadelphia. 


Trust Department Operations — Har- 
old E. Bright, vice president, Berks 
County Trust Co., Reading. 


Trust Development—A. M. MeNickle, 
vice president, Fidelity Trust Co., Pitts- 
burgh. 


Trust Investménts — Malcolm E. 
Lambing, vice president, Peoples First 


National Bank & Trust Co., Pittsburgh. 


Tri-State Conference — William H. 
Loesche, vice president, Girard Trust 


Corn Exchange Bank, Philadelphia. 


By-Laws—Louis W. Van Meter, vice 
president, Provident Trust Co., Phila- 
delphia. 


Committees Report 


Two committees of the Trust Division 
filed interim reports at the convention. 
Harold E. Bright, chairman of the Trust 
Department Operations Committee and 
vice president and trust officer of Berks 
County Trust Co. in Reading, submit- 
ted three additional Suggestion Memos 
for the manual which has been in prepa- 
ration over recent years. No. 32 is “Form 
for Review of Trust Accounts and In- 
vestments”; No. 33 “Income Tax In- 


formation”; No. 34 (supplementing No, 
30) “Accrued Interest on U. S. Savings 
Bonds Series G and K upon Death of 


Testator or Settlor.” 


The Committee on Taxation, whose 


chairman is George W. Hornsby, vice | 


president of Girard Trust Corn Exchange 
Bank in Philadelphia, announced that it 
had distributed to Trust Division mem- 
bers copies of correspondence from C. 
Maurice Hershey, director of the Bureau 
of County Collections, of the Common- 
wealth’s Department of Revenue, to all 
Registers of Wills. This memorandum 
disclosed that after May 1, 1953, the 
Department would not issue waivers in 
any estate unless the securities covered 
are included on either Form RCRI-33 
or RCRI-34 and filed with the Register, 
and the Department is in possession of 
the duplicate official tax receipt indicat- 
ing that sufficient tax has been paid to 
warrant issuance of waivers. In a sup- 
plementary bulletin, special considera- 
tion is given to cases where these Forms 
cannot be filed and to situations where 
a corporate fiduciary is the personal 
representative. 


A A A 


Oklahoma Trust Companies 
Association Elects Bayless 


The Annual meeting of the Oklahoma 
Trust Companies Association, held in 
Tulsa, May 8, departed from the usual 
“principal speaker” program and con- 
centrated on three topical discussions, 
each led by a member of the Associa- 
tion. Subjects and leaders were: Prepa- 
ration of an Oklahoma Trust Hand 
Book,—A. N. Murphey, vice president, 
First National Bank & Trust Co., Okla- 
homa City; 1953 Oklahoma Legislative 
Report—Roy M. Huff, vice president 
and trust officer, National Bank of 
Tulsa; Keogh—Jenkins Bill pertaining 
to proposed pension plans for self-em- 
ployed persons—John H. Miller, assist- 
ant vice president and trust officer, First 
National Bank & Trust Co., Oklahoma 
City. 

The following persons were elected to 
office for the 1953-54 term: President— 
G. O. Bayless, Jr., assistant trust officer, 
First National Bank & Trust Co., Tulsa; 
Ist Vice President—Francis Hawkins, 
assistant trust officer, National Bank of 
Tulsa; 2nd Vice President—Chas. B. 
Stuart, vice president and trust officer, 
Fidelity National Bank & Trust Co., 
Oklahoma City; Secretary—Charles L. 
Fuson, executive secretary, Oklahoma 
Bankers Association, Oklahoma City. 
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City Bank Farmers Trust Tower— 
a striking silhouette on the 
downtown New York skyline. 
Opened in 1931 





Tu E administration of both personal and corporate trust matters 
has been a charter function of City Bank Farmers Trust Company for 


more than a century and a quarter. 


TRUSTEE 
EXECUTOR 
CUSTODIAN OF SECURITIES 


INVESTMENT ADVISORY SERVICE 


TRUSTEE UNDER PENSION AND PROFIT SHARING PLANS 


TRANSFER AGENT FISCAL AND PAYING AGENT REGISTRAR 


TRUSTEE UNDER CORPORATE INDENTURES 


I fer saad may be obtained through any branch of The National ~ Bank ¢ New York 


CITY BANK FARMERS TRUST COMPANY 


Chartered 1822 


HEAD OFFICE: 22 WILLIAM STREET, NEW YORK 


Affiliate of 


THE NATIONAL CITY BANK OF NEW YORK 


Established 1812 
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Member Federal Deposit Insurance Corporation 
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A COMMERCIAL BANKER LOOKS 
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HAROLD H. HELM 


eparlment 


President, Chemical Bank & Trust Co., New York 


T IS DIFFICULT FOR ME to understand 
l why banks have any serious competi- 
ments. There may be a partial answer in 
impressions banks give their trust cus- 
tomers, for there is an ancient and still 
continuing criticism — that an excess 
of caution hobbles them in these activi- 
ties — that they are so afraid of losses 
that the beneficiaries are prevented from 
making any gains. Do not misunder- 
stand me. No sane man would advocate 
improvidence on the part of a trustee. 
His primary responsibility is the pro- 
tection of the corpus of the trust, so that 
no moth nor rust shall corrupt nor 
thieves break through and steal. 


But the criticism is aimed at the atti- 
tude of the servant who, having re- 
ceived one talent from his master, went 
and buried it in the ground and so re- 
turned exactly one talent to his master 
on his coming again. This criticism has, 
I believe, some validity. There was for- 
merly a feeling that a trustee was sup- 
posed to conserve, not to create wealth, 
and some trust officers are accused of 
operating on a basis of having as their 
sole objective the preservation of the 
same dollar value. One of the bases for 
the appointment of individuals instead 
of banks as fiduciaries, seems to have 
been to prevent the investment of the 
fund in super-safe, low yield securities. 
We must be very careful not to ever 
give an impression that to avoid a sur- 
charge is the noblest ambition of the 
trustee. It is only fair to state that there 
have been many cases where individuals 
have been guilty of this over-cautious at- 
titude. 


Trust officers need, too, the sympa- 
thetic cooperation of their legal counsel, 
whose outlook must not be a sterile 
negative. Without relaxing the necessary 
safeguards, our constant effort should 
be to enable our clients to obtain satis- 


From address before New York State Bankers 
Association Convention on SS Queen of Bermuda, 
May 24th. 
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factory objectives. Sometimes we will 
have to say “No” to them, but we must 
be sure that we are also being useful, 
even though in a negative way. If our 
clients know we are being ingenious in 
their behalf then when we are forced to 
refuse some request, they will have con- 
fidence that our position is justified. 


Heart of Business 


Perhaps the biggest single responsi- 
bility of the trust department is the in- 
vestment of the money entrusted to its 
care. Herein lies a determining factor 
in the future growth of the department, 
for a trust department which has a poor 
investment record cannot expect to stay 
in the trust business very long. The 
greatest advertising the trust can get — 
and it is priceless — is the satisfaction 
of its customers. Nothing is so difficult 
to offset as poor administration. It seems 
to me the bank must take the following 
steps: 


(1) It must staff the investment unit 
with men who are not just cap- 
able, but experts in their field, 
alert, aggressive, analytical — 
men who can appraise manage- 
ment — men who +will be able to 
have ideas of future trends and 
not just men who will look at his- 
torical figures. 


The staff should be given the best 
tools with which to work. This 
will include not only recognized 
statistical services, the credit in- 
formation available in the bank- 
ing department, but also the right 
— no, the duty — to visit the 
plants and talk with management 
of the companies whose securi- 
ties are held in the trust accounts. 


(2) 


Given this organizational setup, it be- 
hooves the bank to make the most of it. 
Perhaps one of the greatest achievements 
of the Trust Division of the New York 
State Bankers Association was obtain- 
ing the law which now permits the pru- 
dent man rule up to 35% of the fund. 
We saw here a legislative recognition 
of the need for a less restricted point of 


view — a legislative challenge to banks 
as trustee to produce a better income for 
the beneficiaries — a challenge which 
the banks were only too glad to accept. 
By the same token, this acceptance car- 
ries with it certain risks and it is be- 
cause of this that I, as a commercial 
banker, feel so strongly that the invest- 
ment organization of our trust depart- 
ments must be of the quality to meet 
that test. This means a well rounded 
staff, and this is increasingly expensive. 
It means choosing directors who will be 
useful on directors trust committees, and 
it means using these directors and other 
sources to get for our clients well 
rounded, mature, and seasoned judg- 
ments. It is because of this great care 


_ that I think our clients get the best bar- 


gain we offer in our whole bank. 


Senior Officer Help 


The next thing the commercial banker 
should reflect on is how the senior bank- 
ing officers can help the trust depart- 
ment. There are four fields where execu- 
tive managements should exercise a 
supervisory function, subject, of course, 
to advice from the officers of the de- 
partment. 


The first job is proper organization. 
This includes seeing that the depart- 
mental setup gives the necessary author- 
ity to, and exacts the proper responsi- 
bility of, the trust officials; that such 


Sov ian 


Nhe aaa SRN 


authority flows properly to the various’ | 


subordinate officials and employees; that 
proper safeguards are established for 
the safe administration of the various 
trusts and agencies. An important aspect 
of this phase of operations is to assure 
the coordination of the banking and 
trust departments in exchanging infor- 
mation, cooperating in following leads 
to new business, and generally acting as 
a unit. 

Another place where top management 
should participate is in the determina- 
tion of objectives for the trust depart- 
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ment: what kinds of trust business to 
solicit or to accept; whether the depart- 
ment should be considered an adjunct 
to or service department of the bank, 
or be encouraged to expand with the 
aim of making a real contribution to net 
income. It is obvious, also, that the bank 
situated in a small town will have differ- 
ent plans for its trust department than 
the bank in a metropolitan center. There 
would ordinarily be no need of a cor- 
porate trust or perhaps a pension trust 
department in smaller communities. 


The proper staffing of trust depart- 
ments is a field in which top manage- 
ment can be very helpful to the trust 


what led to the selection for the presi- 
dency of one of our largest and best 
managed New York banks. I am not 
one of those who think that ambitious 
and the most potentially strong young 
men should bypass the trust department. 
There is need for strong men at the top 
in the important management of these 
huge trust funds and responsibilities. 
The ladder up provides work of the most 
absorbing, stimulating, and constructive 
nature. Here again the matter of atti- 
tude plays a part. Top management must 
work closely with department officers in 
helping to provide opportunities for ad- 


vancement and reward for work well 
done. Trust department promotions, like 
banking department promotions, can- 
not be permitted to cling too much to 
seniority. 


Getting the Business 


A fourth field, and a vital one, where 
top management may aid the trust de- 
partment is in getting new business. 
They are the ones who know the senior 
officers of corporations, the senior part- 
ners of law firms, the large stockholders. 
Sometimes by direct effort, but usually 
more effectively with officers of the trust 



















Iks officers. Continuity of employment is par- 
for ticularly important. Not all technicians 
ch can become officers and some become 
pt. unhappy over their future outlook. Sym- 
- pathy with this situation is required so 
- that these staff members may receive 
ial proper recognition and compensation for 
st- the necessary and valuable work that 
rt they do. 
et 
ed Top management has a real responsi- 
ve, bility in making sure that the trust de- 
be partment is not considered a blind alley 
nd so far as constant opportunity for ad- 
er vancement is concerned. Young men 
ell with ambition in some banks might say 
g- the president always picked from the 
re banking department. Then he avoids 
r- trust work. This is not always the case, 
and there are banks that always have 
a trust-trained man at the head. In our 
own bank, four of our most valuable 
- senior commercial banking officers have 
“ more trust training than banking train- 
*, ing. and one of our top fiduciary officers 
wf is a product of our banking division. 
a I bring this to your attention to urge 
€, more interchange between banking and 
e- trust department officials. There is every ' 2 Z ; COPIES 
reason why officers should be considered § - 7 0 + -S iy #s LL : PEEL APART! 
n. for interchange between divisions. One Makes photo-exact copies direct from original letters, forms, bids, contracts, 
t- of our directors once told me how regu- invoices, catalog sheets, reports, blueprints. F 
, larly his organization moved men from widened aioe te fous Meommake Pade Bey prhedigires teen 3h 
;. |. Production to sales to financial to person- automatically “copies are read, for istan ac, 1t saves up to 80% on copying jobs, 
h nel work, etc. An alert officer picks up pepe i! Ler enghi Rin. pmyncngeentl paengae prints from any original 
aa more than just what his own environ- SO LOW COST — SO COMPACT 
st || ment offers. In our bank we have officers A complete Apeco Spaemacic Autos inwalation is priced well within the budge 
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department, top bank officials may at- 
tempt to obtain trust appointments. Too 
much individual effort by the top brass 
is not feasible, but once in a while it 
takes only a word from them to deter- 
mine the result. Ideally, the trust offi- 
cials themselves should be encouraged 
to meet and know the men from whom 
new business develops. 


To be of the most help, top manage- 
ment must be kept closely informed of 
the plans, activities, and current prob- 
lems of the trust officers. A device that 
can be used in enabling top management 
to function effectively is to schedule 
regular periodic meetings with the man- 
aging officers of the trust departments. 
An agenda should be prepared before- 
hand by the trustmen and given to the 
chairman and president in order to 
afford them a chance to consider the 
problems ahead of time. Then, at the 
meetings the problems should be clarified 
by the trust official concerned and pos- 
sible answers should be considered. 


What Contribution from Trust 
Department? 


What contribution should we expect 
from the trust department toward the 
bank’s earnings? My answer to that is 
unqualifiedly a better contribution, and 
I think it is in the wood to increase 
it. I like to divide this matter of earnings 
into its two components — income and 
expenses. 


The compensation received for bank- 
ing services for the past ten years has 
not kept pace with rising costs and 
prices in general. This applies with equal 
force to the fees charged for trust ser- 
vices, as well as to interest rates. The 
last increases obtained in 1946 were not 
as much as we had hoped for and cer- 
tainly did not equal the increased cost 
for handling those accounts. Consequent- 
ly, the Trust Division, through George 
Barclay of City Bank Farmers Trust Co. 
and Bernard Gray of Northern New 
York Trust Co., is presently working to- 
ward the submission to the Legislature 
next year of a proposal to raise these 
fees again. We should all be heartily 
in accord with their objectives. 


There is another side to this picture, 
however, i.e. the efforts that the banks 
can make themselves to increase their 
fees and their net income. Certainly 
banks that have corporate trust depart- 
ments have within their control situa- 
tions where the fees are wholly nego- 
tiated by agreement with the customer. 
Wherever these fees are below a point 
where they produce a fair profit to the 
bank, it is the duty of the senior officers 
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of the bank to see that the trust depart- 
ment makes every effort to raise them. 
We undertook this sometime ago and 
found little resistance on the part of 
our customers. We are dealing with fi- 
nancial men and we should have all our 
facts before we present our case. If we 
make a statement that we are losing 
money in a certain account, we should 
be able to prove it with reasonable ac- 
curacy. Our cost analysis must be com- 
plete and accurate to be convincing. 


The same approach can be made with 
personal agency accounts and revocable 
living trusts. These are in essence con- 
tracts with our principals and because 
of their revocable nature, they are open 
to amendment from time to time. With 
the proper proof before us, we should 
not hestitate to go to our principal. He 
knows that every article he buys today 
costs more money than it did years ago 
and he cannot expect to continue to get 
the quality of service which we have 
been giving him, unless his account is 
handled at a fair profit. 


It seems to me that we substantially 
strengthen our case in the Legislature 
for increased statutory fees by every 
effort we make to adjust to proper levels 
those fees which are under our own con- 
trol. 


Reduction of Expense 


The proper approach to the subject of 
earnings is not necessarily to increase 
the charges for the .product, but first to 
make sure that every effort has been 
made to reduce expenses. Not one of 
us ever wishes to embark on a program 
of reducing salaries, so we must con- 
tinually search for other ways of ac- 
complishing our objectives. One of these 
is through mechanization. My observa- 
tions are that corporate trust work lends 
itself to mechanization to a far greater 
degree than personal trust accounts, but 
[ am not convinced that we need to 
accept that as a fact and therefore as- 
sume that we have reached the limit 
of mechanization in the personal trust 
department. 


We have not even scratched the sur- 
face in developing mechanical opera- 
tions that will lower our unit costs. To 
take corporate trust activities, all of us 
have installed machines but there are 
a lot of new ones and the improvements 
that have been made in the last few 
years are astounding. These not only 
increase the speed with which items can 
be handled, but also handle operations 
that a short while ago everyone felt 
could not be done by machine. We are 
looking at a new machine now which 





we will probably install, since prelimi- 
nary studies indicate it will increase 
our efficiency for this operation by about 
one third. Such a program would war- 
rant the closest attention of top manage- 
ment. It will require a fairly substantial 
capital outlay to make mechanization 
truly effective, but an estimate of sav- 
ings should allow for amortization of 
the capital outlay over a period of 
years. It requires study of volume and 
savings to judge whether such outlay 
is a sound investment. 


The more difficult problem admittedly 
is presented in the Personal Trust De- 
partment; nevertheless, here, too, atten- 
tion must be given to find a way of 
mechanizing more operations. Surely 
some of the administrative tasks must 
still be done on a head and hand basis, 
but there are hundreds of thousands of 
operational details in a year, which 
eventually will lend themselves to me- 
chanization. One hears the argument 
that personal trust, by its very name 
and nature, is a personal relationship 
and it is dangerous to talk about 
machining its operations. What I am 
thinking about does not contemplate in- 
terfering with that personal relationship 
in any way, but rather streamlining and 
simplifying the internal operations of 
the department. 


A very important step was taken in 
the direction of simplification when the 
common trust fund idea was developed. 
This was not so much a mechanization 
process as what might be called stan- 
dardization. Not one of us should let 
up in our drive for standardizing our 
procedures, whatever they may be, for 
here, too, lies a possible way to effect 
real savings in time and money. 


I am a firm believer that trust depart- 
ments, like all other income producing 
departments in the bank, should make 
a proper contribution toward the net 
earnings of the bank. There is unques- 
tionably a permanent need for fiduciary 
services. The major participation of the 
commercial banks in this field is a ser- 
vice of which they can be and are 
proud. Trust officers, investment officers, 
and trainees who are analyzing oppor- 
tunities for useful service and for ad- 
vancement can certainly find it in the 
trust departments of nearly all the banks 
that I know. The challenge is there, the 
need is there, and those who seize the 
opportunity to help meet the existing 
problem, especially that of more ade- 
quate earnings, are in a conspicuous 
spot for advancement and top manage- 
ment recognition. 
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Only STEEL can do so many jobs so well 
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9% Miles of Hole... and Still Going Strong! 
The American Tiger Brand Rotary Line with which 
this ‘‘Oilwell’’ No. 76 rig is strung, has already 
been used in the drilling of 7 oil wells for a total 
of 49,700 feet of “‘hole.”’ In the oilfields, the prod- 
ucts of United States Steel are favorites, because 
they give longer service with less trouble. 


Power for the People. No doubt about it, America is lucky to have such a gen- 
erous supply of electric power . . . for electricity contributes enormously to the health, 
comfort and convenience of all of us. U. S. Steel helps to provide electricity for better 
living by manufacturing products like U-S-S Amerbestos Wire, here being used in the 
generating station switchboard of one of the nation’s largest electric utility companies. 


How to use Tape without Getting Stuck. Easy. 

Just use the handy dispenser that comes with it! 

Scores of drug and grocery items these days come 

i H ’ to you with ingenious dispensing devices built 

inside Information. The growing — into them: like pressure cans for shaving cream, 

arity of steel windows . . . and especially boudoir covers for cleansers, shut-off spouts for 
of the picture-window type like this. . . is P 


honey containers. Many of these devices are made 


explained by the ladies very simply: they H a i j ; : ; i ' 
may diay he hare aes ae This trade-mark is your guide to quality steel of steel in the form of tin-plate (1% tin, 99% steel!). 


the view indoors; they like their weather- 
tightness, their slender lines; and they like 
their ease of cleaning from inside the house. 
Only steel can do so many jobs so well. 
AMERICAN BRIDGE . . AMERICAN STEEL & WIRE and CYCLONE FENCE . . COLUMBIA-GENEVA STEEL . . CONSOLIDATED WESTERN STEEL . . GERRARD STEEL STRAPPING . . NATIONAL TUBE 


OIL WELL SUPPLY . . TENNESSEE COAL & IRON . . UNITED STATES STEEL PRODUCTS . . UNITED STATES STEEL SUPPLY . . Divisions of UNITED STATES STEEL CORPORATION, PITTSBURGH 
GUNNISON HOMES, INC. » UNION SUPPLY COMPANY ~ UNITED STATES STEEL EXPORT COMPANY - UNIVERSAL ATLAS CEMENT COMPANY 
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CONNECTICUT TRUST CONFERENCE 


Operations 


HE ANNUAL TRUST CONFERENCE of 

the Connecticut Bankers Association 
was held May 13th at the New Haven 
Lawn Club with Trust Division Chair- 
man Lucian D. Warner, trust officer of 
Colonial Trust Co. in Waterbury, presi- 
dent. In traditional form, the morning 
session featured the principal addresses 
and the afternoon reunion was devoted 
to the Question Box Period. 


The five most important projects of 
the A. B. A. Trust Division’s Committee 
on Relations with Supervisory Authori- 
ties, Connecticut Bank Commissioner L. 
K. Elmore told the Conference, are: an 
outline for directors’ examination of 
their trust department; trust docket 
forms and procedure sheets; the inspec- 
tion record and procedure for inspec- 
tion of trust real estate; suggestions for 
a trust department operating manual; 
and promotion of joint conferences be- 
tween supervisors and trustmen. 


Commissioner Elmore, who is on the 
Committee as liaison representative of 
the National Association of State Bank 
Supervisors, asserted that bank manage- 
ment should face the fact that a trust 
department “should be an independent 
and integral part of the bank’s operation 
and must not be conducted on a step- 
child or haphazard basis.” The work of 
the department points up to specializa- 
tion, skill and training, he said, and a 
good trustman must have certain char- 
acteristics, attributes and the “trust 
feel.” He cannot be “a spare part that 
hasn’t fitted too well elsewhere in the 
bank structure.” 


Is It Time to Raise Trust Fees? 


When a trust institution seeks to an- 
swer the question of an increase in its 
fee schedule, it should consider not only 
the time elapsed since the last price rise, 
but also its own actions in regard to 
the steps developed in the last two dec- 
ades for reducing costs, rendering better 
service, and arriving at a fair price, 
Francis E. Nugent, executive vice presi- 
dent of Second National Bank, Nashua, 
N. H., told the Connecticut trustmen. 


Important steps toward adequate pric- 
ing include a study of potential volume, 
the speaker asserted, since “adequate 
volume is necessary for profitable oper- 
ations.” In general, trust volume, al- 
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Fees 


ready at the highest point in history, 
should increase further. Probate court 
studies show that many estates are be- 
ing administered by individuals; corpo- 
rations are requiring more and more 
trust department services; and people 
are increasingly in need of investment 


assistance. Banks have two methods of 


providing for investors: the common 
trust fund for the owners of smaller 
trust accounts, and investment agency 
service for those with more substantial 
holdings. On the corporate side, pension 
and profit-sharing plans offer a great 
field for the larger banks, while the 
smaller ones can provide purchase and 
sale escrow arrangements for closely 
held corporations, and in cooperation 
with the underwriters arrange for sufh- 
cient life insurance. “Caring for the dis- 
tribution of profits to labor and manage- 
ment, and preserving small business for 
the owners,” the speaker said, “are 
methods by which banks can refute 
communist propaganda and defend our 
capitalistic system.” 


Economies effected through mechani- 
zation, nominee registrations and im- 
proved review procedures, as well as 
other reductions in administrative costs, 
likewise affect the amount of fee neeeded 
to be “adequate”, Mr. Nugent observed. 
Acceptance committees should check on 
the legal and practical aspects of a po- 
tential account, as well as the nature of 
the assets involved, in order to deter- 
mine before acceptance whether the 
bank can handle it effectively and at a 
profit. A study of the trust instrument 
may suggest amendments which will 
“reduce the possibility of heavy costs, 
while at the same time providing for 
satisfactory management.” 


Changes in the methods of assessing 
fees as a percentage of income, princi- 
pal, or part income and. part principal; 
the use of fee schedules, minimum fees 
and extra fees; the partial or complete 
elimination of co-executor’s fees; and 
provision in the instrument for reason- 
able adjustment in the future, all have 
contributed to an improvement in the 
fiduciary pricing situation, the speaker 
noted. A cost analysis study — together 
with the steps cited above — should 
indicate whether an institution’s pricing 
is adequate or not, and should eliminate 


Management 


any element of fear in setting a realistic 
schedule. “It is rare that a bank cus- 
tomer will go to another bank for fiduci- 
ary services because of a fee differen- 
tial,” he stated,” although he will if the 
quality of administration, because of 
inadequate fees, is inferior.” 


The timing of revision in trust fees 
must be considered in relation to over- 
all bank earnings, Mr. Nugent said, and 
since the current outlook for earnings 
from both loans and investments is ex- 
cellent, with interest rates increasing 
rapidly (and higher trust earnings 
where based on income), any plans for 
revision at this time should be consid- 
ered carefully in order not to retard 
development of trust business. Review- 
ing the statements and actions of the 
new administration in Washington, the 
speaker observed that “today for the 
first time in two decades we have a free 
money market,” and concluded that “un- 
less complete peace or a business recess- 
ion comes, the new 314% bonds appear 
to promise a higher rate structure for 
all forms of borrowing in the future.” 


Monetary Management on Trial 


Bankers have the responsibility to 
contribute to a wider understanding of 
current Federal Reserve money policies 
and the Treasury’s debt management 
program in order that the public may 
appreciate their significance, according 
to Dr. E. Sherman Adams, deputy man- 
ager in charge of the Department of 
Monetary Policy, American Bankers 
Association. Because of the effects of 
monetary management upon _ interest 
rates, bond prices, commodity prices, 
and business conditions in general, they 
offer convenient pegs upon which critics 
of the Administration may hang com- 
plaints of deflationary influences and 
charges of a “sell-out” to financial in- 
terests. 


Dr. Adams reviewed the credit policy 
of the Federal Reserve Board under six 
headings in expressing the conclusion 
that its overall policy during the past 
two years has been in the public inter- 
est. Moderate credit restriction and ris- 
ing interest rates, which are still rela- 
tively low for this stage of the business 
cycle, have served as an -anti-inflation 
barrier. Charges that loaning institu- 
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tions are profiteering from higher inter- 
est rates are, of course, an admission 
on the part of the critics that the bor- 
rower has been favored during the past 
20 years at the expense of the saver 
who has received a reduced income upon 
his capital. This factor has found re- 
flection in the higher cost of life insur- 
ance and pension plans and has seri- 
ously impaired the income of individ- 
uals and institutional endowments. The 
current market levels of most bank 
stocks at less than their book values, 


' said Dr.. Adams, indicate a verdict of 


“being worth more dead than alive.” 

The Treasury’s inherited problem of 
managing the huge public debt, with 
over $200 billion, or four fifths of the 
total, due on demand or within five 
years, is fraught with complexities, Dr. 
Adams admitted that expert opinion in 
this area may well be at odds with 
Treasury action and that only time will 
tell the success or failure but, at least. 
a courageous approach is evidenced by 
the recent modest offering of 30 year 
314s which is in consonance with the 
Reserve Board’s moderately restrictive 
credit policy. 


Question Period 


G. Harold Welch, vice president of 
New Haven Bank, N.B.A., once again 
conducted the popular Question Box 
Period at the afternoon session. On the 
panel representing the various phases of 
trust activities were: 

Public Viewpoint: Lewis A. Dibble, 
chairman, Eastern Malleable Iron 
Co., Naugatuck 

Trust Administration: F. Glendon 
Hall, vice president and trust offi- 
cer, Bridgeport-City Trust Co. 

Trust Investments: Guy B. Holt, trust 
investment officer, Phoenix State 


Bank & Trust Co., Hartford 


Legal Aspects: Ernest Lofgren, 
Hirschberg, Pettengill and Strong, 
Greenwich 


When in need of — 


Connecticut Trusts Up 6% 


Total trust funds administered by 
state bank and trust companies in Con- 
necticut showed a gain of nearly six 
per cent in a period of one year, accord- 
ing to figures recently published by the 
State Bank Commissioner L. K. Elmore. 
At the end of last year 48 trust depart- 
ments were handling $856,783,072 in 
11,925 trust accounts, compared to 
$809,212,402 in 11,663 accounts at the 
close of 1951. More than 62% of the 
total was under the management of 
three institutions—Hartford-Connecticut 
Trust Co.; Union and New Haven Trust 
Co.; Phoenix State Bank & Trust Co., 
Hartford—each of which holds more 
than a hundred million dollars of trust 
funds. 

More than half the total was made 
up of 7,635 conservator, guardian, trus- 
tee and similar accounts which together 
contained $444,594,779. Agency, custo- 
dian, safekeeping and similar accounts, 
numbering 3,353, held a total of $354,- 
905,595, and 937 executor and admini- 
strator accounts were valued at $57,- 
282,698. 

Slightly over 57% of the total funds 
was in stocks ($489,341,143), while 
30% was in bonds ($263,091,310), 
approximately the diversification of a 
year ago. 
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Connecticut Trust Course 


The seventh annual Short Trust 
Course sponsored jointly by the Con- 
necticut Bankers’ Association, the State 
Banking Department and the University 
of Connecticut, was held on the univers- 
ity campus at Storrs May 24-26. The 
enrollment limit this year had been 
extended to 65 and the program in- 
cluded: 

Sunday—“Organization for Public 
Relations and Business Development,” 
Earl R. Hudson, president, Kennedy 
Sinclaire, Inc. 


Fiduciary Service in New Jersey 


A cordial invitation is extended to consider the facilities of 


a 
Morristown Trust 
Om pany 


MORRIS PLAINS 


Member Federal Deposit Insurance Corp. 


DENVILLE 
Member Federal Reserve System 
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Monday — “Principles of Selling,” 
Vincent B. Coffin, senior vice president, 
Connecticut Mutual Life Insurance Co.; 
“Planning the Will,” Judge Patrick 
Healy of Waterbury; “Planning and 
Selling the Inter Vivos Trust,” Philip 
W. Stocker, vice president, New England 
Trust Co., Boston; “Business Life Insur- 
ance,” Stuart F. Smith, vice president, 
Connecticut General Life Insurance Co.; 
“Importance of Life Insurance in Estate 
Planning,” Solomon Huber, Solomon 
Huber Associates, New York; “Pitfalls 
of Joint Tenancy Property,” Allyn L. 
Brown, Jr., attorney of Norwich; “Prob- 
lems in Estate Planning,’ Solomon 






Assist You 
in Connecticut 


Established in 1792, the 
Hartford National Bank and 
Trust Company is both the 
oldest and the largest bank 
in Connecticut. Its Trust 
Department, which is re- 
sponsible for the care and 
management of property 
valued at approximately 
$300,000,000, is ready to 
assist you whenever you de- 
sire an experienced repre- 
sentative in this state in 
connection with estate ad- 
ministration or other fiduci- 
ary and banking services. 


Hartford 
National Bank 


and Trust Company 


Head Office: 


Main and Pearl Streets 
Hartford, Connecticut 






















Member 
Federal Deposit Insurance Corporation 
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Huber and J. Gordon Atkins, vice presi- 
dent & trust officer, Stamford Trust Co. 


Tuesday—“Economic and Social As- 
pects of Pension Planning,” Laurence J. 
Ackerman, dean, School of Business 
Administration at the University; “De- 
veloping Pension and _ Profit-Sharing 
Business,” Samuel S. Rodman, vice 
president, Hartford-Connecticut Trust Co. 
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Foreign Currency 


Valuation 


(Continued from page 394) 
cover the round trip of the heir to the 
foreign country, should be written 
down to nil. 


The procedure for securing rates of 
currency values is much simpler than 
many accountants, tax attorneys or 
revenue officials realize. For all official 
currency rates, the monthly publication 
“International Financial Statistics,” is- 
sued by the International Monetary 
Fund in Washington, reviews about 57 
currencies and for about one third of 
them also lists black market values. The 
annual subscription price for this excel- 
lent publication is $5.00. 


For even more complicated questions, 
like life insurance in blocked currencies, 
real estate leaseholds in Great Britain 
or the Sterling-bloc, mining rights in 
South American countries, or assets re- 
sulting from bi-lateral commercial clear- 
ing operations, the services of an expert 
should be retained, as mentioned previ- 
ously, whose opinions are generally 
accepted by tax authorities. 
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TRUST COUNCIL ACTIVITIES 


Elections and May meetings of Life 
Insurance Trust or Estate Planning 
Councils were reported to T.&E. as fol- 
lows: 


Connecticut — 20th: New officers are: 
president John S. Gaines, 3rd, New 
York Life; vice president, A. Fuller 
Leeds, Bridgeport-City Trust Co.; treas- 
urer Frank S. Brainard, Mutual Benefit 
Life; secretary Walter H. Clapp, Union 
& New Haven Trust Co. 


Southeast Florida — 27th: W. O. 
Daly, C.P.A. from Orlando, spoke on 
“Cooperative Corporations” and John 
Rife, another C.P.A., discussed “Stock 
Redemptions under Code Section 115 
(g).” 

Louisville — 7th: New officers are: 
president Henry M. Johnson, Jr., North- 
western Mutual Life; vice president Leo 
T. Wolford, of Middleton, Seelbach, 
Wolford, Willis & Cochran; secretary- 
treasurer W. Dana Shelby, Jr., Acacia 
Mutual Life. 


Boston — April 29th: A sequel to 
the skit “Post-Mortem of S. Simon Self- 
made”* written by Paul B. Sargent of 
the local bar was presented at a joint 
meeting of the Council and the Boston 
Chapter of Chartered Life Underwriters. 
The scene of the new play is laid in 
Purgatory where are gathered all of the 
parties interested in Selfmade’s “hor- 
rible” home-made will. Titled “Simon 
Selfmade’s Purge, or the Laying of a 





*See July 1952 T.&E., p. 484. 
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Ghastly Ghost” the sketch presents, with 
masterful humor, constructive solutions 
to Selfmade’s estate planning problems, 


Philadelphia—5Sth: New officers are: 
president William T. Fleming, Phoenix 
Mutual Life; vice president Sidney B. 
Dexter, Land Title Bank & Trust Co.; 
secretary Lester S. Lamb, Connecticut 
Mutual Life; treasurer Timothy L. 
Lingg. 

The address of the evening was given 
by Frank J. Campbell, Jr. on the sub- 
ject of coordinating employee benefits 
with estate planning. This talk is pub- 
lished at page 403. 


Pittsburgh—5th: Samuel L. Zeigen. 
C.L.U. and L.L.B. of New York, spoke 
on “Complacency Disturbers in Estate 
Planning.” 


Chattanooga—5th: Four changes were 
voted in the By-Laws (1) Home office 
personnel are now eligible for member- 
ship in the Council; (2) such person- 
nel shall be limited to not more than 
three from each of the three local life 
insurance companies; (3) the number 
of members is limited to 60, with 30 
the maximum for the combined total 
of underwriters and home office per- 
sonnel, and a like limit on the aggre- 
gate of trust personnel, attorneys and 
accountants; (4) membership is limited 
to a period of one year, and if a mem- 
ber fails to attend at least one-third of 
the meetings he shall be invited for the 
succeeding year only at the discretion 
of the Membership Committee. 


William Voigt, manager of the Pen- 
sion Division of Provident Mutual Life, 
was the guest speaker. 


El Paso—19th: J. T. Brownlee, divi- 
sional sales manager for Prentice-Hall, 
spoke on profit-sharing. 


Fort Worth — 19th: A panel dis- 
cussion on “Planning Executive and 
Employee Compensation to Achieve 
Maximum Tax Savings” was conducted 
by J. Waddy Bullion, of Thompson. 
Knight, Wright & Simmons, Dallas, and 
Norman E. Long, C.L.U. with Great- 
Western Life in Dallas. 


Richmond — 25th: “Planning the 
Estate of the Life Underwriter” was the 
topic of the address by John Barker, Jr., 
vice president and general counsel of 


New England Mutual Life. 

Milwaukee — 25th: William T. Harri- 
son, tax manager of the local office of 
Andersen and Company, discussed 
“Estate Planning from the Viewpoint of 
the Accountant.” 
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A BANK IS KNOWN BY THE CORRESPONDENTS IT KEEPS 

















Banking’s P. R. Job 


PUBLIC RELATIONS PROGRAM DEVELOPED BY 
PENNSYLVANIA ASSOCIATION 


S. H. CHELSTED 


Vice President, Peoples First National Bank & Trust Company, Pittsburgh 


ANKINGS PUBLIC RELATIONS JOB 
B consists of two separate programs: 
the individual bank’s job, and the bank- 
ing industry’s job. The success of each 
program is dependent largely upon the 
success of the other. Today, unfortu- 
nately, public opinion of banking is de- 
pendent almost entirely upon the job 
being done by individual banks, some 
of which are doing an excellent public 
relations job, many more doing only a 
fair job, and thousands apparently satis- 
fied to do nothing constructive about 
public relations. 


If the banking industry had the pro- 
tection of a strong, well-conceived public 
relations program on a national scale, 
it would not be so dependent upon the 
job done by each bank. Without a na- 
tional program to educate the public in 
favor of banking, the public forms its 
opinion of this great industry largely by 
what it reads in the press or sees in the 
movies or on TV, too much of which is 
untrue or not favorable. 


We in Pennsylvania have recognized 
the need for a planned program, an- 
nounced just two years ago by Robert 
C. Downie. Since adoption of the Co- 
operative Educational Program, we have 
made a good start in correcting certain 
misconceptions about banking and in 
creating a better understanding of our 


nearly 1,000 member banks. Hundreds 


From address before Pennsylvania Bankers Asso- 
ciation Annual Convention, May 27. 





of banks in every state and continent 
are using this copyrighted PBA ma- 
terial. Sixteen other state associatians 
and the national associations of Mexico 
and Sweden have purchased the material 
or recommended it to their member 
banks and over five million pieces of 
material — selling the broad concepts 
of banking, not services — have been 
distributed. Thousands of lines of pub- 
licity favorable to banking have been 
carried in the press as a direct result of 
our campaign. 


Some day, our nation’s banks will de- 
mand a national educational program 
for the protection of their business just 
as all other major industries now do. 
It is disturbing to know that a $200 bil- 
lion industry, serving more than 100 
million customers through some 15,000 
outlets and employing nearly 500,000 
people, is risking disfavor without the 
protection of a national program of pub- 
lic education. 


Then too, a national program sets a 
high standard of performance which the 
local unit is encouraged to attain. Like 
an individual — when you get to know 
him better, you like him — even though 
you recognize his shortcomings. The 
danger lies in not letting people know 
you. 

Management must build more than 


sound financial policies and procedures 
— it must build people — people who 
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PBA Publications cited by Mr. Chelsted 


+ Minimanm 


hanks . : 
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are so sold on the bank that they want 
to help establish public confidence 
through superior service. Management 
should remember that people are not 
born with the knowledge required to sell 
— to handle customers tactfully and 
cheerfully. 


Banking, by its very nature, lends it- 
self to good public relations. The ser- 
vices we provide are wanted and neces- 
sary for the welfare of the individual, 
the community and the nation. Our near- 
ly 500,000 officers and employees repre- 
sent the greatest service organization in 
this land of ours. Bankers have made it 
possible for millions of persons to buy 
worth-while products and homes, to edu- 
cate their children and maintain their 
physical well-being. They have encour- 
aged thrift and provided the means for 
people to build financial security. With 
the help of banking, our industries have 
been able to grow and produce more. 
We needn’t create false appeals to sell 
what we have. Many small institutions 
feel that they are so close to their custo- 
mers that they need not give any thought 
to planned public relations. Those who 
take this view lose sight of the impor- 
tant fact that we are constantly losing 
customers through death, migration or 
dissatisfaction. New people come to our 
communities, children mature, and new 
families are created. An increasing num- 
ber of institutions are competing for the 
public’s money. A manual “A Minimum 
Public Relations Program for Banks,” 
distributed under the PBA program, 
will be helpful to these small banks. 


To do an effective promotional job, 
we should know what our customers 
think of us. Many banks have conducted 
successful, inexpensive, but revealing 
surveys to tell them what their customers 
and the general public think of their in- 
stitution. The PBA manual “What Your 
Customers Think” is a good guide to use 
in sampling public opinion. 

A very important factor-in the crea- 
tion of good public relations is the es- 
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[llustration in chapter heading “Trust Ser- 
vices,” in book “Your Bank” by George L. 
Leffler, published by PBA. 





| 


close association with educators and 
other local molders of public opinion. 
Participation in local improvement pro- 
grams, civic activities and talks about 
banking to schools and service groups 
help sell banking’s story. The press is 
eager to tell the true story, but too often 
it is dependent upon erroneous or slanted 
information because banking hasn’t kept 
it informed. The PBA manual entitled 
“How to Get Along Better with Your 
Newspaper,” has many good suggestions. 
Our public relations cost us very little 
— the cost is usually compensated for in 
lower operating costs and increased vol- 
ume. When we have good public rela- 
tions, our whole job is made easier; 
our customers’ sales resistance is les- 
sened; we are assured of the retention 
of more business; our customers are 
boosters; our employees take pride in 
their work; so, consequently, we get a 
better grade employee and our turnover 


is reduced. 


Why is it that we think favorably of 
one company and unfavorably of an- 
other, and yet have never done business 
with either? The difference is in their 
creation of good public relations. The 
public is fickle — once on top, we have 
the greater responsibility of continuing 
a favorable attitude so we may stay 
there. 








“Will Your Will Be Done?’’ 


Nearly 275 members of the Philadel- 
phia Chapter, Chartered Life Under- 
writers, and their guests, including many 
prominent trust officers and attorneys, 
gathered at an all afternoon session on 
May 21 at the Bellevue Stratford Hotel 
to hear three outstanding panelists — 
Robert Dechert, Joseph P. Straus, Esq., 
and Judge Mark E. Lefever — discuss 
the problems of estate creation and ad- 
ministration. 


Mr. Dechert, of the law firm of 
Barnes, Dechert, Price, Meyers & Clark, 
laid the groundwork for the discussion, 
which was titled “Will Your Will Be 
Done?,” by defining the extent of the 
problem, pointing to the necessity for 
estate planning, and particularly the 
need for the individual to make a will, 
set up a trust, and appoint an executor. 
He also discussed the many tax con- 
siderations involved in the estate plan- 
ning process. 


The various aspects of estate admini- 
stration were then discussed by Mr. 
Straus of the firm of Snader, Harrison, 
Segal & Lewis, who presented the facts 
of a case which highlighted the effects 
of improper planning. Having pointed 
to the variety of problems that arose, he 
then followed the case from the time of 
the testator’s death, through probate, 
the tax courts, will contest, and final set- 
tlement. 


Judge Lefever of the Orphans Court 
of Philadelphia County explained how 
many difficulties could have been avoided 
by proper planning and cited cases show- 
ing the important considerations in 
drafting wills. 


A question and answer session headed 
by the panelists concluded the session. 


A. F. Haas and Leonard E. Liss served 
as co-chairmen, while Chapter President 
Benjamin F. Gaston presided. 





FOR TITLE INSURANCE 


In Pennsylvania, Delaware, Virginia, Maryland . . . see 


BERKS 


TITLE INSURANCE COMPANY 
READING, PA. 
A Wholly-Owned Subsidiary of Berks County Trust Company 


Member American Title Association 


June 1953 


Foundation to Explain Banking 


A permanent Educational Foundation 
for the purpose of encouraging the 
broadest possible public understanding 
of the American banking system and 
of the vital role of banking in the eco- 
nomic life of the country was created 
by unanimous vote of the Pennsylvania 
Bankers Association members in their 
annual convention held last month. The 
Foundation will operate through a long 
range program of personnel, public and 
school education, and will be managed 
by a nine-man board of trustees and an 


executive director. 
4: -& 


Junior Bar Tours Bank 


More than 100 members of the Phila- 
delphia Junior Bar Association made a 
conducted tour on May 20th of the op- 
erating departments of The Pennsyl- 
vania Company for Banking and Trusts 
at the invitation of William L. Day, 
president of the bank. The purpose of 
the two-hour tour was to give the young 
lawyers some conceptions of the magni- 
tude of bank operations and the systems 
and equipment of modern banking in- 
stitutions. Departments visited were the 
Bookkeeping, Tabulating, Tax, Time 
Sales Credit, Transit and Trust Admini- 
stration. 


COINS 
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COIN COLLECTIONS 
BOUGHT and SOLD 


UNITED STATES 
FOREIGN 
ANCIENT 
ORIENTAL 
| GOLD - SILVER - BRONZE 
| 


* 
Collections catalogued and sold 
at Public Auction Sale 


& 
We are one of 


AMERICA’S OLDEST AND 
LARGEST COIN DEALERS 
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STOCK DIVIDEND ALLOCATION QUESTIONS ANALYZED 


Tennessee Fiduciary Section Enlarges Activities 


‘os Fipuctary SECTION of the Ten- 
nessee Bankers Association met on 
May 5, 1953, at the Andrew Jackson 
Hotel in Nashville, with eighteen mem- 
bers present and Charles F. Emerson, 
vice president & trust officer of Ameri- 
can National Bank and Trust Co., 
Chattanooga, presiding. The following 
officers were elected: 

Pres. — C. D. Rippy, vice president 


& trust officer, Commerce Union 
Bank, Nashville. 


First Vice Pres. — Robert N. Lloyd, 
Jr., vice president & trust officer, 
Union Planters National Bank, Mem- 
phis. 


Second Vice Pres. — Robert L. Mc- 
Clure, vice president and assistant 
trust officer, Fidelity Bankers Trust 
Co., Knoxville. 


Sec. & Treas. Miss Virginia 
Bickley, assistant trust officer, Com- 
merce Union Bank, Nashville. 


Following the installation of officers, 
a panel discussion, led by Fitzgerald 
Parker, vice president and trust officer 
of the Nashville Trust Co., was held on 
the treatment of stock dividends by 
trusts and estates in the light of the re- 
cent decision in Nashville Trust v. Tyne, 
250 S.W.(2d) 937, reported in Nov. 
1952 T.&E., p. 873. William N. Dear- 
born, of the law firm of Norvell and 
Minick, explained the formula followed 
by the court in making the allocation 
of the stock dividends between principal 
and income. The formula appears to be 
the same as cited in Scott on Trusts, 
Volume II, paragraph 236.6, page 1310. 


It was the consensus of the meeting 


that: 


(a) The older case of Pritchitt v. 
Nashville Trust Co., 96 Tenn. 472 and 
the Tyne case had definitely established 
the so-called Pennsylvania Rule as the 
proper treatment of stock dividends in 
Tennessee. 


(b) While it may not be the abso- 
lute legal duty of the trustee to disclose 
to the income beneficiary that the stock 
dividend has been paid and the portion 
thereof to which he is entitled under the 
Pennsylvania Rule, and to deliver the 
stock to which he is entitled unless he 
disclaims it, as a practical matter, this 
should be done in order to avoid any 
question of disloyalty or partially to any 
class of beneficiaries taking under the 
trust. , 
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(c) In exercis- 
ing discretion un- 
der instruments au- 
thorizing the trus- 
tee “to determine 
what is principal 
and what is in- 
come, ’theprimary 
factor is the in- 
tention of the test- 
ator or grantor. Ordinarily, this inten- 
tion should be found within the con- 
fines of the instrument. However, in 
view of the law as now established, in 
the absence of either a clear showing of 
intent or of the necessity to resolve a 
doubt as to the facts, the Pennsylvania 
Rule of allocation should be followed 
but where the instrument contains a 
specific authority “to determine whether 
stock dividends are principal or income, 
or to allocate such dividends between 
principal or income”; or gives a very 
strong discretion, amounting almost to 
a power of appointment, the trustee 
could probably allocate as it believed 
proper, even disregarding local law. 


(d) A formal disclaimer by an in- 
come beneficiary who does not want to 
receive the stock dividend and relin- 
quishes it to the trust, probably results 
in a taxable gift by such beneficiary. 
The measure of such gift is the actuarial 
value, at the date of the disclaimer, of 
the remainder interest in the stock divi- 
dend after the beneficiary donor’s life 
estate. The stock so disclaimed might 
also be included in the beneficiary 
donor’s estate at death, with a credit 
allowed for the gift tax previously paid. 


(e) Since complete corporate finan- 
cial statements are not generally avail- 
able, except at year end, it would be 
proper to use such year end. statements 
in determining the original intact value 
under the Pennsylvania Rule formula. 
It should be assumed that the net earn- 
ings for any year accrued in an equal 
amount each day and an interpolation 
be made between annual statements to 
determine the intact value at the acquisi- 
tion date. In making the interpolation, 
it would be reasonably accurate to use 
a 360 day year and the exact number 
of days elapsed since the prior state- 
ment, or to use a monthly basis calcu- 
lated to the nearest one half month. 





C. D. Riepy 


There was also discussed a somewhat 


related question, that is, whether or not | 
capital gains dividends paid on invest. | 
ment trust shares were to be distributed | 


as income. A legal opinion, dated De- 
cember 3, 1952, has been procured 
through Vance, Sanders and Company, 
the Massachusetts Investors Trust Dis- 
tributors Group, to the effect that the 
capital gains dividends are not income, 
and should be treated as a return of 
principal. This was the consensus of the 
meeting. 

In view of the passage by the 1953 
Legislature of the Uniform Common 
Trust Funds Act, there was a general 
discussion of common trust funds. 
About one half of the institutions repre- 
sented were seriously considering estab- 
lishment of funds within a year. 


The President was authorized to ap- 
point an executive committee consisting 
of himself and two other members, one 
from East Tennessee and one from West 
Tennessee. He was also authorized to 
appoint a law revision committee with 
at least one member from each of the 
four major cities, to consider sections 
of the Tennessee Code dealing with pro- 
bate matters which are not clear or have 
become obsolete or which could be im- 
proved; to cooperate with the perma- 
nent code commission created by the 
1953 Legislature in an attempt to work 
out the desired revisions; and to act 
as a clearing house in such matters. 


The President was also empowered 
to appoint a new legislation committee 
and a problems committee, the latter 
with at least one member in each of the 
four major cities, to act as a clearing 
house on mutual problems. 


Mr. Rippy appointed E. Curtis Allen, 
vice president & trust officer, Hamilton 
National Bank, Knoxville and R. G. 
Brown, vice president & trust officer, 
National Bank of Commerce in Mem- 
phis to the Executive Committee, and 
the following chairmen of the other 
committees: 

Law Revision Committee — Overton 
Thompson, Jr., trust officer, Nashville 
Trust Co. 

Legislative Committee — F. S. Parker, 
vice president & trust officer, Nashville 
Trust Co. 

Problems Committee — C. J. Lynch, 
Jr., trust officer, American National 
Bank & Trust Co., Chattanooga. 
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Up-to-date Information 


on our Trust, Custody and Investment Services 


TRUST 


IRVING ‘TRUST COMPANY | 


As our trust activities have increased, our fa- 
cilities have been enlarged correspondingly. In 
this booklet you will find brief descriptions of 
the principal services of our Personal Trust 
Division: how it functions as custodian of secur- 
ities, as investment advisor, as executor and 
trustee. And you will find explicit schedules of 
our charges for those services. 


We will be pleased to send you a copy on request. 


IRVING TRUST COMPANY 


ONE WALL STREET + NEW YORK 15, N.Y. 
Capital Funds over $122,000,000 Total Resources over $1,200,000,000 
Wiuiam N. Enstrom, Chairman of the Board 
RicuarD H. West, President 


Grorce A. Murpnuy, Vice President 
in charge Personal Trust Division 
MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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PROFESSIONAL 


Sidelights . . 


CANADIAN SECURITIES 


The spectacular growth of the Cana- 
dian economy during the post-war pe- 
riod has attracted increasing investor 
interest to the Canadian securities mar- 
ket with the volume of transactions on 
the Toronto Stock Exchange normally 
exceeding that of the New York Stock 
Exchange. While there can be little ques- 
tion that the Canadian economy will 
continue to grow at a faster rate than 
the American economy for many years 
to come, these growth prospects may be 
rather fully discounted in most cases. 
Moreover, the possibility of a temporary 
recession in the Canadian economy can- 
not be overlooked. Continuing weakness 
of world commodity prices or a possible 
business recession in the United States 
could temporarily endanger the pros- 
perity of our northern neighbor. 


In evaluating the outlook for Cana- 
dian securities, it is important to distin- 
guish between industries producing raw 
materials and the manufacturing indus- 
tries. Producers of wheat, base metals 
and pulp and paper are already suffering 
from lower commodity prices. Further 
weakening of commodity prices cannot 
be ruled out. Thus, the shares of manu- 
facturing companies are relatively more 
attractive at the present time even 
though the prices of industrial shares 
have not declined appreciably, while 
the price index for base metal stocks is 
about 15% and the price index for west- 
ern oil stocks is about 30% below the 
level of a year ago. 


As to the outlook for gold shares, it is 
almost entirely determined by the poli- 
cies of the United States Government. 
Inasmuch as the present administration, 
like its predecessor, appears to be com- 
mitted against an increase of the price 
of gold, further disappointment for the 
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. Trade Winds... 


Memos . 


holders of Canadian gold shares appears 
inevitable, except in the case of some in- 
dividual companies that may enjoy fav- 
orable exploration and mine develop- 
ments. 

A further distinction should be made 
between the issues of established compa- 
nies of good quality and the issues of 
promotional ventures. A few years ago 
speculators were particularly attracted to 
gold shares; then oil ventures became 
popular. Now uranium stocks appear 
to be in fashion. It goes without saying 
that any general market weakness of 
Canadian securities would hit specula- 
tive ventures harder than the issues of 
well-established concerns. Even the lat- 
ter are selling now at substantially 
higher price-earnings ratios than issues 
of companies of similar quality in the 
United States. 


In case of possible business recession 
in the United States, two factors will 
tend to reduce the shock effect on the 
Canadian economy. Demand for some of 
Canada’s major exports (about half of 
which go to the United States) such as 
newsprint, is not as cyclical as demand 
for goods and services in general. More- 
over, Canada’s dollar is not linked to 
the United States dollar at a fixed rate 
of exchange but is permitted to fluctu- 
ate freely on the basis of demand and 
supply conditions. In case the United 
States demand for Canadian goods 
should decline, the value of Canada’s 
dollar in foreign exchange markets 
would tend to depreciate. This, in turn, 
would reduce the price of Canadian 
goods to foreign purchasers and tend to 
stabilize demand for Canada’s exports. 


At the present time, interest rates in 
the United States have undergone a 
sharp upward movement. Interest rates 
in Canada have followed this trend. 
However, the Canadian Government 
need not be greatly concerned with de- 
velopments in the capital market. Unlike 
the United States Government, it does 
not have to cope with deficit financing 
and debt refunding operations. Ever 
since 1947, Canada’s budget has shown 
a surplus and its Government debt has 
been substantially reduced. 


In conclusion, further weakness in 
Canadian securities markets over the 
intermediate term cannot be ruled out, 
even though the general business out- 
look for this year in Canada is favorable 
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and long-term growth prospects continue 
good. Investors are therefore well ad- 
vised, for the time being, to commit 
funds primarily to stocks of established 
companies and, to a lesser degree, to 
special situations sponsored by manage- 
ment of recognized ability. 

BACHE & Co. 


Oms Near Buyine RANGE? 


A compilation by The National City 
Bank of New York showed aggregate 
net income of 91 oil producing and 
refining companies for 1952 only 3% 
less than the 195] total. For the first 
1953 quarter, the first 60 companies 
reporting had total net income of $521.5 
million, only $165,000 less than 1952. 
At the annual meetings in recent weeks, 
most managements indicated that full 
year 1953 earnings would probably 
approximate 1952 results. 


Since there is still no evidence that 
the long-term growth in demand for oil 
products has stopped, and since busi- 
ness cycle history also speaks on this 
subject, it is to the supply side of the 
market that one must look for the weak- 
nesses or strength of the oil price struc- 
ture. Important discoveries in recent 
years throughout the world, together 
with the expansion of the refinery capac- 
ity, appear to have eliminated any threats 
of the shortages which marked the early 
postwar years. Recalling the excess 
crude supplies of the 1930s, students of 
investment are now prone to jump to 
the conclusion that we are at the thres- 
hold of a flood of oil which will engulf 
the price structure. The over-all domestic 
reserve picture is not one of unlimited 
plenty, however. 


TaBLE I—Oil Consumption and 
Reserves 
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This table shows that the most opti- 
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‘mistic projections for the Williston Ba- 
sin and for the Tidelands are going to 
be necessary to reverse the declining 
figure in the last column. It seems more 
probable to us that these new areas will 
merely maintain the life of reserves at 
id. |) recent levels, especially as the growth in 
demand shows no signs of abating. Even 


a though annual discoveries usually ex- 
' ceed withdrawals for consumption, the 
> i future life of reserves has declined by 
» © oo: y 
+ one third in the last twenty years. 
co. | ‘The frequently chaotic conditions in 
| crude oil prices which often marked the 
1930s are unlikely to return. Many man- 
ity }) agements among the smaller companies 
ate and many of the independents even have 
nd strong convictions that the price of 
% _ crude will actually advance, if not in 
rst the course of 1953, then relatively soon 
ies thereafter. Many leading executives are 
5 now more receptive to an advance, and 
52. while the statistical position of finished 
ks, products is not particularly strong at 
ull this time, it is conceivable that during 
sly the next period of tightness, the resist- 


ance to a general crude ‘oil price in- 

crease might finally disappear. Even 
sat though an increase has been demanded 
oil hy many independents. this may be 
impossible to effect in a generally defla- 
tionary environment; the evidence sug- 
gests, however, that the oil price trend 
is less likely to be down than up. 
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After a good correction, leading com- 
panies are available at reasonable prices 
in relation to indicated asset values. In 
table II, we have taken five of the largest 
integrated companies and shown their 
current assets less debt and their West- 
ern Hemisphere reserves of oil and gas, 
the former valued at 50c a barrel and 
the latter at 3c per mcf. No account is 
taken of the huge investment in refine- 
ries, pipelines, tankers, and oil in other 
parts of the world, which in several 
cases is held in amounts even greater 
than in this hemisphere. While we do 
not pretend that this is the only meas- 
urement of the attraction of oil securi- 
ties, and the figures are not even a 
guide as to relative appeal, since oil in 
one place may be worth more than an- 
other, we think that Table II shows that 
leading companies are certainly not sub- 
stantially overvalued in today’s market. 
It should also be noted that these com- 
panies were chosen merely because of 
their size and widespread investment 
acceptance; many of the “pure” crude 

Producers and some of the smaller in- 
tegrated companies show even more 
striking statistical strength. In our view 
the oil group is once again approaching 
a buying range. 
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Selected Assets of Leading Domestic Oil Companies 
($ Millions) 

Std. Oil Gulf Texas Std. Oil Socony- 
4s of December 31, 1952 (N.J.) Oil Co. (Ind.) Vacuum 
Net Current Assets $1,294 $ 367 $ 464 $ 412 $ 463 
Senior Securities 460 182 226 355 197 

Balance $ 834 $ 185 $ 238 $ 57 $ 266 
Value Western 
Hemisphere Reserves* 4,630 1,300 1,290 1,264 948 
Grand Total $5,464 $1,485 $1,528 $1,321 $1,214 
Per Share _ $90.10 $63.00 $55.60 $86.00 $34.75 
Approximate Market Price 70 52 70 34 


*Oil at 50c per barrel; natural gas at 3c per mef. 











Stocks — Hicu or No? 


General bearishness on common stock 
prices has increased considerably dur- 
ing May and the ranks of those who 
believe the market is in a vulnerable 
position have grown to rather sizeable 
proportions. A decline of approximately 
814% from the January high in the 
Dow-Jones Industrial Average lends 
some credence to the fears of those who 
believe a more severe decline is still in 
the offing. 


The market, at present levels of 270, 


appears high when compared with the 
160 level of 1949 and the 1946 high 
of 213, but when the price patterns of 
individual issues are examined, a quite 
different picture results. 


The graph of the Dow-Jones Indus- 
trials would lead to the conclusion that 
the stock market has been in a slow, 
steady advance from January, 1951 to 
date. Yet, during this twenty-nine month 
period there have been declines of bear 
market proportions in many individual 
issues and groups, such as Abbott Lab- 
oratories and Merck & Company in the 
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ethical drug stocks, which have declined 
from 3314% to 45% from their 1951 
highs and, in some cases, are selling at 
the equivalent of 200 in the Dow-Jones 
Industrials. The textile stocks have suf- 
fered even wider declines and are now 
back to levels of the 1946-1949 period 
when the industrials were between 160 
and 195. Other examples could be cited 
such as the distilling issues, farm equip- 
ments, copper, lead and zinc issues, and 
others. In addition, there are many 
stocks selling below their 1946 highs 
with the industrial average now at 270, 
or considerably above the 1946 high 
of 213. A recent estimate has 40-50% 
of the issues on the Exchange in this 
category. 


Institutional investors and the con- 
struction of the averages mainly account 
for the distorted picture of the averages 
and the general price level of the market. 


The institutional investor has _be- 
come of increasing importance in the 
stock market in recent years. This has 
been intelligent investing motivated by 
competent professional research. Only 
stocks with favorable dividend and 
earnings records or very promising 
growth qualities are considered. Obvi- 
ously speculative secondary issues are 
avoided. This confines the portfolios to 


a relatively small number of issues, 
most of them included in the averages. 
Other factors causing distortion of the 
Dow-Jones averages are stock splits and 
weighting; for example, American Tele- 
phone, which has held steady, has a 
much greater weight in the average than 
American Smelting which has declined 
34% from the 1951 high. 


It would therefore appear that a great 
many issues have already gone a good 
way toward discounting a business ad- 
justment or slowdown. I look for a 
continuation of selective price action 
with private bull and bear markets in 
individual securities and groups. The 
balance of 1953 will probably be a com- 
bination of consolidation, adjustment 
and advance. In terms of the averages, 
which will mean little or nothing, the 
range will most likely be between 300 
high and 250 low. 


EDMUND W. TABELL, 
WALSTON & COMPANY 


INVESTMENT MANAGER’S DILEMMA 


It is often difficult for the layman 
to measure the ability of his doctor or 
lawyer. Yet, in the case of the invest- 
ment manager, clients invariably think 
they can measure his competency, even 
if their methods are usually fallacious. 


Bond — 
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CANADA GENERAL FUND 


A prospectus relating to the shares of any of these separate 
investment funds may be obtained from authorized dealers or 
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CHICAGO 
120 South LaSalle Street 


LOS ANGELES 
210 West Seventh Street 


The major factor in investment manage- 
ment is the degree of risk accepted to 
accomplish the result, and this rarely 
lends itself to accurate measurement, 
particularly by the layman. 


Thirty years of experience in the 
investment management field leaves me 
dissatisfied with the results. Speaking 
broadly and particularly extending over 
a series of complete cycles, the best that 
most of the large professionally man- 
aged accumulations of capital can do is 
to slightly better the averages in good 
times, and possibly decline a little less 
than the averages in bad times. I have 
seldom heard of any group of important 
accounts getting into large amounts of 
stock at the bottom and out at the top. 
Another point—the published lists of the 
most popular stocks, as far as the trusts 
are concerned, are tabulated on_ the 
basis of today’s valuations, a sort of tab- 
ulation after the fact. If Amerada, for 
example, is the most popular stock with 
the trusts. it got that way because it 
went up the most, rather than that the 
funds bought exceptionally large 
amounts at the time of their original 
purchase. 


The problem has two separate parts. 
the question of investment decision, and 
the problem of client relationship which 
vastly affects net results. For example, 
people who invest money for others have 
legal and moral responsibilities which 
often hinder the use of investment 
practices most likely to succeed. Anyone 
in a position of trust who buys his 
clients a diversified list of the best 
stocks cannot be assailed, even should 
they decline in price. Let him try a con- 
centrated position in a low-quality issue 
and he is almost sure to be criticized. 
His reasons may be well-founded but 
that will not affect the decision against 
him. Clients generally want to be fully 
invested and generally prefer the most 
popular issues of the day without 
knowledge as to whether these policies 
will prove the most profitable or in- 
volve the least risk. 


Securities are not priced solely on | 
balance sheet or earning statement form: | 


ulas. Investors’ psychology plays a very 
great part in shaping market prices and 
trends. To make matters even more difli- 
cult, consumer psychology also plays 
a large role in shaping the economics 
and fundamentals that lie beneath the 
earnings and dividends. We also have 
unexpected news and occasionally credit 
strains to deal with. 


A logical aim for investment man 
agers in times of inflation is to preserve 
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purchasing power and secure a true 
profit after taxes and dollar deprecia- 
tion. Likewise, a proper aim in bad 
times is to keep liquidity and dollar 
value. A comparison of results with 
such aims shows we still have a long 
distance to go before feeling satisfied. 


We can come nearer to accomplishing 
these goals to the extent that we can 
cure some of the handicaps listed here. 
However, it is quite obvious that only 
in a very small minority of cases will 
this be possible. Thus, the more prac- 
tical question is what actually can be 
done by the majority to improve in- 
vestment results of the average account 
under prevailing conditions. The an- 
swer seems to lie in wider selling on 
a scale up and buying on a scale down 
than is generally practiced. Yet such a 
procedure is fundamentally opposed to 
my own basic concepts of investment 
management as outlined in various 
articles for years, and particularly in 
my current book.* 


Another practice that might be stud- 
ied is how to cut losses before they run 
into a high percentage of the capital 
invested. This is easier said than done. 
The trick is how not to lose good posi- 
tions selling on declines that later prove 
to be temporary, and yet get out of 
positions that really continue to go bad. 


If the individual investment manager 
will stop thinking in terms of striving 
to have his particular fund decline a 
few percentage points less than the 
average or advance a bit more than the 
average and start to think in terms of 
making a profit every year. that attitude 
in itself, if generally adopted, may 
advance the total results secured by 
the profession. 


G. M. Logs, 
E. F. Hutton & Co. 


ANALYZING RECESSION PROSPECTS 


Probabilities favor a lower rate of 
activity in 1954-1955 than the record 
levels now obtaining. Our reasons for 
this expectation include: (a) reduced 
tate of family formation, with some- 
what lessened demand for housing and 
allied products. (b) somewhat dimin- 
ished rate of construction of new facili- 
ties for armament purposes. (c) lower 
rate of construction of new capital facili- 
ties by industry. We do not anticipate 
that the cumulative effect of these de- 
Pressing forces will produce what in the 
past has been called a “depression.” 
Rather, we expect a reduction in the 


ee 
“The Battle for Investment Survival,” Hurry 


; House Publishers, 61 Broadway, New York 6, 


N. Y. ($2.95 postpaid.) 
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over-all rate of business activity of some- 
thing like 20% which will bring pro- 
duction back to the levels at which it 
stood in 1950, which was characterized 
at the time as a very good year. 


Our reasons for expecting a mild cor- 
rection are: (1) virtually no speculative 
excesses are apparent anywhere in the 
economy and absence of speculation is 
particularly marked in the stock market. 
(2) although the rate of family forma- 
tion is slowing down, there is a strong 
offsetting factor in the over-all in- 
crease in population which is adding 
to our economy a population equal to 
that of Canada every five years. (3) the 
present mildly restrictive policies of the 
monetary authorities can readily be 
reversed and should tend to cushion a 
decline. (4) a most potent anti-depres- 
sion weapen—tax reduction—remains 
in the armory and has not yet been used. 


Taking all these factors together, we 
conclude that it will continue to be rela- 
tively safe for investors to hold care- 
fully chosen stocks over the next two 
or three years. For the shorter term it 
is our feeling that the usual enormous 
Government deficit which characterizes 
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the first half of the fiscal year (because 
the Mills Bill tends to concentrate cor- 
porate and individual tax payments in 
the months between January and June), 
will offset the money “squeeze” which 
has been an important depressing factor 
on the stock market since the first of 
the year, and that therefore the market 
in the next few months will behave 
somewhat better than it has so far this 
year. 


Emphasis should be placed on a num- 
ber of points: (a) stocks chosen should 
be in the “growth” category to offset the 
effects of recession. (b) the prospect 
for continuity of dividends should be 
good; this means relative stability of 
market served, wider than industry- 
average profit margins and a strong 
financial position. (c) emphasis should 
be placed on companies which benefit 
from recession, such as insurance com- 
panies, food processors and grocery 
chains. (d) investors should be alert to 
pick up bargains afforded by market 
fluctuations. Many oil stocks now seem 
to qualify in this category. 

WALTER MAYNARD, 
SHEARSON, HAMMILL & Co. 
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INSTITUTIONAL INVESTORS 


FOR THE FIRST TIME, a compilation of the major institutional 
investors of the United States and Canada: 


Trust Departments 


Insurance Companies (Life, Fire, Casualty) 


Mutual Funds 


Foundations 
Commercial and Savings Banks 


* Lists name of officer in charge of investments, total of assets under 
administration, and portfolio composition in many instances. 


* Trust department listings also include officers in charge of: 
Pensions e Corporate Trusts e New Business e Common Trust Funds 


* Other Valuable Data: Rights of Non-resident Trust Companies 
Investment Powers in Each State 
Bibliography of Investment Articles 


Spiral plastic binding adds to ease of reference 
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Last StTaces oF Boom? 


It has become increasingly evident to 
experienced observers during the past 
month that the boom inspired by World 
War II and prolonged by the Korean 
war, when it showed signs of faltering, 
is rapidly drawing to a close. The tight- 
ening credit characteristic of the ending 
of boom times has not as yet limited 
either business programs for plant and 
equipment expenditures or installment 
purchases of consumer goods but the 
evidence. is virtually all in the money 
market and in the growing unease of 
dealers in durable goods. 


Stringency in the money market, it is 
being pointed out by several commenta- 
tors, has nearly always been a forerun- 
ner of an approaching end during ma- 
jor booms of the past. At the moment 
monetary strain is being somewhat re- 
lieved by Federal Reserve purchase of 
Government securities, particularly short 
term, but there is no indication that the 
Reserve intends to adopt an easy money 
policy and authorities on this subject 
say that if it did, six to eight months 
would be required to reverse the pres- 
ent trend. A 314% yield for Government 
long terms is expected and those who 
are looking far ahead feel that a four 
per cent yield is likely within two years. 


The rapidity of the general rise in in- 
terest rates since the start of the Korean 
War has exceeded the rate for any com- 
parable period on record. The impact 
has been strongest in the field of short 
term business loans. From a low of 
1.31% in January, 1950 for prime com- 
mercial paper, running from 4 to 6 
months, the rate had advanced to 2.63% 
in May, 1953, a gain of 101%. This 
compares with advances of 14% in the 
1919-20 period; 56% in 1928-31; and 
33% in 1935-38, the most recent com- 
parable periods. The periods 1928-31 
and 1935-38, would seem to be more 
comparable in money market conditions 
to today than the World War I period. 
The 1928-31 span was followed by a 
decline of 68% in the Dow-Jones In- 
dustrial Average and 1935-38 by one of 
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Both these terms saw a rise in 


49%. 
the prime loan rate during the latter 
stage of a business boom. 


A rise of such proportions as oc- 
curred in the prime rate from July, 
1950 through May 1, 1953, has also 
never before been experienced by the 
American economy. Normally such an 
increase in the cost of short-term money 
would tend to hold back business ex- 
pansion and slow down inventory ac- 
cumulation. If this is taking place, how- 
ever, it has not become apparent. One 
reason may be that there is much de- 
termination on the part of business lead- 
ers to support President Eisenhower 
in every way possible. In the early thir- 
ties when President Hoover called upon 
business leaders for active support he 
received little more than lip service. 
Since that day business has learned 
what it means to lose control of the ball, 
as it did during the early days of the 
New Deal, and many corporate heads 
would prefer short-term disadvantages 
rather than suffer the return of New 
Deal policies. 


Although interest rates have had un- 
precedented rises they are historically 
low. The prime rate on business loans 
moved from 514% in 1919 to 7% by 
mid-1920. At that time Victory Loan 
434s were quoted to yield 6.70%. The 
next rise in interest rates got underway 
in 1928 as the result of heavy demand 
for credit, both from business and to fi- 
nance the purchase of stocks (Brokers 
Loans averaged about $5.2 billion dur- 
ing the last months of 1928). The 
banks’ prime rate, which moved up to 
512% in 1928, rose to 6% in early 
1929. The stock market crash in October, 
1929, brought an abrupt end to the 
need for credit to purchase or hold se- 
curities, and the general decline in busi- 
ness activity, which followed, saw ample 
credit facilities with little demand. This 
combination pushed down the prime rate 
to 144% by 1933 where it remained, 
with only minor fluctuations, for four- 
teen years. The easy money policy, be- 
gun by the Federal Reserve as an anti- 





depression measure, was continued in 
the 40s to finance World War II at 


low cost. 


The borrower who took advantage of 
the low money rates of the "40s is re. 
ceiving congratulations. The lender 


wishes that he had kept his money in ff 
the bank. Reviewing quotations for some Ff 
of the low-coupon bonds brought to 
market in 1946, one broker is quoted by { 


the New York Times as saying “those 
who bought them at their offering prices 
and who still hold them would have done 


a lot better if they had put the money [ 
in the bank and paid themselves the in- [ 
terest directly.” Utility companies, for 


example, were able to borrow for 214% 
or less. Small wonder that the Arkansas- 
Louisiana Gas Company balked the 
other day at selling a $35 million bond 
issue on a 5% basis; that Southern Bell 
Telephone & Telegraph rejected all bids 
for a $30 million debenture issue on May 
5, and that two weeks earlier Chicago 
Great Western Railway turned down a 
single proffer for a $6 million issue. 


TicgHt Money MEAns Rep INK 


The continuing increase in interest 
rates since 1946, accelerated during the 
first five months of 1953, has inevitably 
resulted in depreciation, in varying de- 
gree, in institutional portfolios, even 
though minimized in many cases by 
managerial acumen. Although the ini- 
tial yields were at the time of issue not 
particularly attractive, investment man- 
agers were unable to withdraw entirely 
from the market or keep funds idle in- 
definitely. The shrinkage at today’s lev- 
els may have the effect of freezing some 
investors into these positions and re- 
stricting their ability to enter into new 
commitments as freely as they might 
otherwise do. There seems slight dispo- 
sition on the part of professionals to 
take heavy bond losses now unless for 
specific upgrading. Although individual 
holders are a less important factor, they 
are obviously far from happy but, if 
their holdings were in any way com- 
parable to those in institutional hands, 
there would be more resounding laments 
through political channels than have yet 
been heard. Some of the die-hard infla- 
tionists are still in Congress, however. 
and may again try to urge soft money 
policies. 

On three previous occasions since 
World War II when the Federal Re- 
serve managers announced policies 
which lowered bond prices, open market 
operations eased the impact. As a re- 
sult, the Federal Reserve Banks were 
holding more than $23 billion in Gov- 
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ernments on May 13, 1953. On that day 
they reported the purchase of $45 mil- 
lion of Treasury bills — the first effort 
toward easing the current tight money 
situation. It seems certain that the an- 
nounced flexible policy of the Treasury 
authorities will be adhered to within the 
hounds of practicality but the decline 
in medium and long term issues evi- 
dences a “hands-off” attitude in that 
sector, and the sign on the wall for the 
investment officer in charge of the port- 
folio reads in capital letters “Caveat 
Emptor.” 


Trust INVESTMENT PoLicy — 
1953 MopEL 


Many trustmen feel that common 
stocks will tend to resume their tradi- 
tional investment role of capital appre- 
ciation if the rise in interest rates con- 
tinues, business expansion slows down, 
and there is no indication of recurring 
inflation. During the past ten years, the 
growing demand for common. stocks 
was based on the current and potential 
production of income. but an assured 
4% plus on taxable bonds and 3-314% 
on tax-exempts would afford, in their 
judgment, more margin of safety than 
common stocks yielding 6-7% from 
fuctuating earnings. 


The return from fixed income secur- 
ities has been in recent years of so 
little value to individuals that they were 
bought only by those who could not 
purchase equities because of some speci- 
fe restriction. Now for the first time 
in many years, yields from mortgages, 
bonds and preferred stocks look reward- 
ing to conservative investors in com- 
parison with yields on common stocks. 
This is especially true of tax-free secur- 
ities for investors in moderate and high- 
er income brackets. This factor of the 
availability of good yields from fixed 
income securities becomes of even great- 
er importance if viewed in the light of 
the ebbing of inflationary forces and 
the anticipated weakening of the busi- 
hess underpinning. 


Against these factors. common stocks 
seem well fortified by a lack of hysteria 
in their purchase. Certain industry 
groups have already experienced con- 
siderable downward price readjustment 
reflecting decreased earnings without 
major effect, 


Since the end of World War II, first 
grade companies have retained a sub- 
stantial portion of earnings in new 
plant and equipment. While the corpo- 
rations paid high prices for the labor 
so employed, they profited from the use 
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of “cheap” money, whether from rein- 
vestment or debt creation. Perhaps more 
important for the long term, a strong 
confidence factor is now present among 
industrial leaders who feel that the capi- 
talistic system has a more understanding 
and friendly environment. This confi- 
dence is dependent upon adherence to 
conservative polices by the Administra- 
tion. Yet in the background there re- 
mains the possibility of the resurgence 
of inflationary forces in future years. 


WuHeEN Experts DISAGREE 


Secretary of the Treasury Humphrey 
and his aides still have a long fight on 
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O HELP institutional and large private 

investors in planning the investment of 
new funds as well as rearranging current 
holdings, our Research Department has pre- 
pared a list of 75 companies in 24 different 
industries which we consider currently at- 
tractive. This list gives dividends, yields, 
estimated 1953 earnings, price-earnings mul- 
tiples for 1952 and 1953, and 1952 excess 
profits taxes per share. 


For your copy, please address 
Department T 
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their hands to translate a substantial 
portion of the public debt into longer 
maturities. This objective is naturally 
subject to judgment in timing and, thus 
far, only modest progress can be 
recorded toward the goal of marked 
reduction of the immense floating and 
demand debt. The Treasury staff in- 
cludes men of proven experience and 
ability in banking and business and the 
financial community has confidence in 
them for the longer term but already 
members of Congress are vocal on be- 
half of their constituents, who are in 
some cases being turned down on new 
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loans or paying higher rates on those 
outstanding. 


Adoption of a moderately restrictive 
credit policy by the banking authorities 
and recognition by the Treasury of a 
tighter money market is considered to 
have been in the national interest by 
Dr. E. Sherman Adams, speaking re- 
cently before the Connecticut Trust Con- 
ference. Dr. Marcus Nadler, however, 
consulting economist to The Hanover 
Bank, New York, questions how long 
a policy of credit restraint should be 
pursued under existing conditions of 


waning inflationary forces, a return to 
competitive conditions in industry, and 
the need for meeting large Treasury 
maturities this year, plus providing for 
funds to meet a substantial operating 
deficit. Active competition with private 
borrowers for funds will raise the entire 
interest rate structure, with depressing 
effects upon the bond market. Dr. Nad- 
ler appears to favor an easing in re- 
serve requirements in New York and 
Chicago and a waiting attitude on the 
part of the Treasury until the second 
half of 1953, when private capital de- 
mands may be less pressing. 
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Differences of opinion as to means 
and methods in the complex field of 
debt management are inevitable. The 
encouraging note to the professional 
investor is that these problems are being 
studied by some of the keenest financial 
minds in the country and that their solu- 
tion will be sought along sound lines 
instead of political expediency. 


RECESSION-TEST OF LEADERSHIP 


Reference was made in this column 
last month to the possibility of reduced 
business volume and profits which any 
slackening in the current rate of indus. 
trial activity might bring. In comment. 
ing upon this subject before the Greater 
Boston Chamber of Commerce on May 
15th, Dr. Roy L. Reierson, economist of 
Bankers Trust Co., New York, summar- 
ized the principal factors and concluded 
that they pointed toward a lower level. 
“Even though the prospective reductions 
in Goevrnment spending, capital invest- 
ment, and consumer purchases of dur- 
able goods are expected to be moderate, 
the combined effect of such a movement 
raises the prospect of an economic down- 
turn in the fairly near future. It would 
not be surprising to see a lower rate of 
activity take hold well before the end of 
this year.” 


Dr. Reierson’s thesis, however, is not 
one of “viewing with alarm” because he 
very rightly pointed out that for almost 
fifteen years we have been riding a boom 
based upon an unusual combination of 
stimulatng forces stemming largely from 
war and preparations for war. We must 
henceforth expect more cyclical fluctua- 
tion in business, barring war or its con- 
tinuing threat, and even though justified 
in believing that “the next general cor- 
rection will be more pronounced than 
that of 1948-49,” he called upon busi- 
ness leaders to adopt a positive policy 
which will justify continuation of the 
free enterprise system rather than its 
abandonment to Government assistance. 
Long-range planning, said Dr. Reierson, 
should continue in bad times, as well as 
in good, and should not be shelved at 
the first sign of business hesitation. New 
materials and methods through research 
and technology are important stabilizing 
elements but management itself must 
contribute courage, imagination and en- 
terprise. 





DOW-JONES AVERAGES 


JUNE1, Mayi, JUNE2, 

1953 1953 1952 FF 
30 Industrials 268.40 275.66 262.31 
20 Railroads 102.82 103.37 96.99 
15 Utilities 50.32 51.22 49.83 
65 Stocks 105.29 107.23 102.02 
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- Perhaps it will never be among the assets on your balance sheet, but when 

- a way of life contributes to employee efficiency and happiness—and helps 

y you operate your business more profitably—then it becomes a decided Are you considering a new office, plant 
- asset, invaluable to your success. or laboratory? Our “check list” provides 
ts ; a - ' ’ a simple way of defining your needs. 

e. The way of life prevailing in West Penn Electric’s service area constitutes Write or phone Area Development 

n, a “‘ good will” asset of the many business firms and industrial plants located Department of The West Penn Electric 

aS there. This area in five states embraces hundreds of small, friendly com- Company, Room 914, 50 Broad Street, 
at munities where living and working conditions are pleasant and progressive. New York 4, N. Y. (WH 4-3740). 

W 


Because it’s part of small-town life to be proud of local industries, em- 
ployers in our service area receive the cooperation of workers—and workers 
enjoy the comfortable way of living characteristic of small-town life. 


Monongahela Power Company The Potomac Edison Company West Penn Power Company 
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Convertible Preferred Stocks | 





THE TRIUMPH OF HOPE OVER EXPERIENCE 


ROGER F. MURRAY 


Vice President, Bankers Trust Company, New York 


LMOST TWO CENTURIES AGO, on 

hearing that a gentleman of his 
acquaintance had remarried immedi- 
ately after becoming a widower, Dr. 
Samuel Johnson made one of his most 
penetrating and memorable remarks. 
Recalling that the individual had been 
very unhappy in his first marriage, Dr. 
Johnson aptly characterized the second 
venture as “the triumph of hope over 
experience.” 


This remark is equally appropriate as 
a description of most purchases of con- 
vertible preferred stocks. It does not 
apply to all such investments by any 
means, but it is a sufficiently valid gen- 
eralization to serve as a warning against 
indiscriminate buying. The record is 
clear for all who care to read it: convert- 
ible preferreds are no exception to the 
rule that the investor seldom gets some- 
thing for nothing. The corollary axiom 
is that they require the same care in 
selection as any common stock, 


The Record in General 


Some years ago, the writer had 
occasion to review the performance of 
convertible preferred stocks during the 
1930s. In general, it appeared that in- 
vestors had a rather poor experience. 
A high proportion of conversion privi- 
leges and stock purchase warrants ex- 
pired without profit to the holders. This 
meant that they had paid too high 
prices (accepted too low yields) with- 
out being rewarded by more than a 
vain hope of appreciation. Even worse, 
it is clear that many highly speculative 
issues were sold to investors solely on 
the strength of the call on a common 
stock of very doubtful merit. Despite 
this past record, however, investors have 
had an excellent appetite for convertible 
issues, especially in the post-war years 
1946, 1951, and 1952. 

There are a number of ways in which 
the experience of investors can be 
appraised. Perhaps the simplest is to 
take an inventory of outstanding issues. 
The most important question is how the 
value of the common inio which the 
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Except for an in- 
_terlude of military 
service during World 
War II, Mr. Mur- 
rays entire business 
career since gradua- 
ting from Yale Col- 
lege has been spent 
in Bankers Trust Co. 

a | An experience of 
about ten years in the investment manage- 
ment of Trust Department port-folios was 
followed by a number of years in invest- 
ment, credit, and economic analysis work. 
While working, he completed his graduate 
studies in banking, finance, and economics, 
leading to a Ph.D. degree from the Gradu- 
ate School of Business Administration, New 
York University. Mr. Murray has spoken 
and written extensively in the field of 
banking and finance. His present position 
is Vice President in the Pension and Per- 
sonal Trust Department. 








preferred is convertible compares with 
the original investment in the senior 
security. Or, stated another way, how 
far is the call on common stock from 
giv:ng an extra value to the preferred? 
The table below shows the position of a 
representative group of 260 convertible 
issues in early April 1953. 

Relationship of Conversion Number 
Value to Par Value or of 


Offering Price Issues 
Premium of 10% or more _.. 43 
Premium of less than 10% __. 29 
Discount of less than 10% 26 
Discount of 10% to 25% ...... 43 
Discount of 25% to 50% __.. 57 
Discount of 50% or more . 62 

260 


In the 72 cases where the common 
shares were worth more than the par 
value or offering price of the preferred, 
the investor is obviously having a sat- 
isfactory experience. To this figure can 
reasonably be added the preferred 
shares of 26 companies for which the 
conversion value showed a discount of 
less than 10%, making about 38% of 
the stocks in the successful category. 


This may not seem like too bad a 
record, particularly in view of the fact 
that highly profitable investments which 


were called and converted do not appear 
in this inventory. On the other hand. 
neither do the casualties appear in this 
group, nor should we forget that the 
reckoning is made at a time when the 
stock market is very substantially above 
its average level of the past decade. It 
may be much more pertinent, therefore. 
to inquire how there could be 119 cases 
in which the conversion value turned 
out to be less than 75% of what invest- 
ors paid for the preferred shares at the 
time of original offering. 


Timing Can Be Crucial 


The comparatively poor experience of 
investors with convertible preferreds is 
primarily attributable to faulty selec- 
tion, as in the case of other types of 
securities; but an important contribu- 
ting factor is bad timing. It just hap- 
pens that companies are most eager to 
offer, and investors to buy, convertible 
issues at the time when they are least 
likely to prove desirable holdings. 


An illustration of bad timing and its 
consequences can be found in the first 
eight months of 1946, the portion of 
the year which preceded the stock 
market break of early September. Stock 
prices were buoyant, public interest in 
the market was increasing, and, with 
interest rates extremely low, preferred 
stocks were selling at record high prices. 
To companies in need of permanent 
capital, this was an excellent time to 
do preferred stock financing. Many in- 
vestors, on the other hand, were look- 
ing back over four years of rising com- 
mon stock prices and beginning to 
wonder whether the upward surge would 
last forever. In this mood, they thought, 
as investors always do near the peak 
of a major bull market, that convertible 
preferreds would protect them against 
a market decline, yet provide participa: 
tion in a further market rise if one 
should materialize. Let’s see to what 
extent these hopes (completely unsup- 
ported by experience) were actually 
realized. 


During the months of January 
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through August 1946, there were forty- 
one public offerings of convertible pre- 
ferred stocks for cash. Of these, ten may 
be disregarded as having no general 
market significance. How effective was 
the protective or stop-loss feature for the 
remaining thirty-one issues in the face 
of a market decline of close to 24% 
from early September to early October? 
The answer is that these stocks provided 
slim comfort. At their 1946 lows, only 
three showed declines as small as 10% 
from their offering prices, while ten 
had declined from 10% to 24°%, and 
eighteen showed losses greater than 
24%. 

Thus, there was little short-term pro- 
tection, and there proved to be even 
less resistance against the period of 
sagging markets which lay ahead. This 
is how the stocks looked at their 1949 


lows: 


Number 
Price in Relation to of 

Offering Issues 
Uae er ss ee 1 
Down less than 10% ___.-.-- 1 
Down 10% to 24%  ~.---.---...-- 5 
Down 24% or more -..-....--- 24 
31 


Furthermore, of the twenty-four stocks 
selling for less than 76% of their offer- 
ing prices, seventeen were quoted at less 
than one-half of their original prices. 
In short, three out of four of these 
convertible preferreds did worse than 
an average of good grade common 
stocks in the decline from the 1946 
highs to the 1949 lows. 


However, there was still some reward 
for patience, although time and a sub- 
stantial market advance were required 
to put nine of the stocks in the black 
by April 1, 1953. The results for all 
thirty-one issues on that date were as 
follows: 


Number 
Performance at 4/1/53 of 

Market Prices Issues 
Profit of 25% or more —_.... 2 
Profit of less than 25% __... 7 
Loss of less than 25% —..... 6 
Loss of 25% to 50% ........... 12 
Loss of 50% or more ___...... 4 
31 


While the recovery from the 1949 lows 
was fairly substantial, the record as of 
this recent date was certainly not im- 
pressive considering all of the favorable 
developments of the intervening years. 


One element in the appraisal of the 
record has not been covered in this 
paper. That is the function of convert- 
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ible preferreds in reducing losses. In- 
vestors who switched from certain over- 
priced common stocks to the convertible 
preferred stocks of the same companies 
in the 1946 market probably cut their 
subsequent losses substantially. But this 
is a rather negative recommendation for 
the senior security, reflecting a defeat- 
ist approach which augurs badly for a 
successful experience in equities. 


Good Timing Produces Good Results 


What about the other side of the 
picture, when timing proves to be good? 


Substantially better results, as one 
would expect, can be achieved by in- 
vestors why buy convertible preferred 
stocks in the more sober atmosphere of 
bear markets or at least markets in 
which enthusiasm is well controlled. 
Such a period existed from Labor Day 
1946 through the end of 1949. Slightly 
more than 100 offerings of convertible 
preferred stocks were made for cash 
during this period. About half of them 
were either of no general market inter- 
est or obviously not of investment grade. 
There were, however, fifty-five stocks 
suitable for study, distributed during 
the period as follows: 








Number 
of 
Issues 
1947 a a a 19 
I it 2 eae ok oe ke 18 
Be se 13 
*Last four months. 
55 


Investor experience with this group of 
stocks was very satisfactory through 
April 1, 1953, as measured by market 
quotations in relation to the original 
offering price: 


Number 
of 

Issues 
Profit of 25% or more _....... 24 
Profit of less than 25% -...... 17 
Loss of less than 25% __..... 9 
Loss of 25% to 50% -....__...... 4 
Loss of 50% or more ____..... 1 
55 


This is in striking contrast to the rec- 
ord made by the 1946 group of offer- 
ings, with almost three out of four 
proving to be profitable investments de- 
spite the rise in interest rates which 
caused sizeable price declines, during 
the same interval, for preferred stocks 
having no conversion feature. 


Again we should note that, as always, 
selection was a factor. Among the forty- 


Southern California 
Edison Company 


DIVIDENDS 


ORIGINAL PREFERRED STOCK 
DIVIDEND NO. 176 


CUMULATIVE PREFERRED STOCK 
4.32% SERIES 
DIVIDEND NO. 25 


The Board of Directors has 
authorized the payment of the 
following quarterly dividends: 


50 cents per share on Orig- 
inal Preferred Stock; 

27 cents per share on Cumu- 
lative Preferred Stock, 4.32% 
Series. 

The above dividends are pay- 
able June 30, 1953, to stock- 
holders of record June 5, 1953. 
Checks will be mailed from the 
Company's office in Los An- 
geles, June 30, 1953. 


P.C. HALF. Treasurer 


May 15, 1953 





<NE hay 
Fhonryy 
\eauss/ 


Mining and Manufacturing 
Phosphate @ Potash @ Plant Foods @ Chemicals 
Industrial Minerals @ Amino Products 


* 


Dividends were declared by the 
Board of Directors on 
May 28, 1953, as follows: 


4% Cumulative Preferred Stock 
45th Consecutive Regular 
Quarterly Dividend of One Dollar 
($1.00) per Share. 


$5.00 Par Value Common Stock 
Regular Quarterly Dividend of 
Forty Cents (40¢) per Share. 


Both dividends are payable June 30, 
1953, to stockholders of record at the 
close of business June 19, 1953. 


Checks will be mailed. 


Robert P. Resch 
Vice President and Treasurer 


* 
INTERNATIONAL MINERALS 


& CHEMICAL CORPORATION 
General Offices: 20 North Wacker Drive, Chicago 6 
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Quarterly Dividend 


20c a share from net investment 
income, payable ‘une 30 to stock 


of record June 11, 1953 
WALTER L. ( RGAN, President 
Philadelphia 3, Pa. 


YALE & TOWNE 


DECLARES 
260th DIVIDEND 


50¢ PER SHARE 


On May 18, 1953, 
dividend No. 260 of 
fifty cents (50¢) per 
share was declared 

\ by the Board of Di- 
rectors out of past 
earnings, payable on 
July |, 1953, to stock- 
holders of record at 
the close of business 
June 10, 1953. 


F. DUNNING 


Executive Vice-President 
and Secretary 


THE YALE & TOWNE MFG. CO. 


Cash dividends paid in every year since 1899 





Common and 
Preferred Stock Dividends 


The Board of Directors of Safe- 
way Stores, Incorporated, on 
June 2, 1953, declared the 
following quarterly dividends: 


60¢ per share on the 
$5.00 par value Com- 
mon Stock. 


$1.00 per share on the 
4% Preferred Stock. 


$1.1214 per share on 
the 414% Convertible 
Preferred Stock. 


Common Stock dividends and 
dividends on the 4% Preferred 
Stock and 4%% Convertible 
Preferred Stock are payable 
July 1, 1953 to stockholders 
of record at the close of bus- 
iness June 17, 1953. 


MILTON L. SELBY, Secretary 
June 2, 1953 





one profit-making issues were repre- 
sentatives of industries which have made 
good progress during recent years, as 
shown in this summary: 


Number 
of 

Industry Issues 
Electric and gas utility —..._—s «11 
Oil and natural gas _____.__.. 5 
ee eee ene 5 
ESE Se ae eee 4 
eee 3 
Seattered _ ne a 
41 


It is evident that just as the results of 
bad timing can be worsened by poor 
selection, so are the benefits of good 
timing enhanced by discrimination in 
purchases. Each investor can greatly 
improve his own performance by doing 
a good analytical job, even though tim- 
ing may affect the odds in his favor. 
However, it is undoubtedly true that 
the sober atmosphere of 1947-1949 was 
much more conducive to a _ realistic 
evaluation of investment merit than the 
ebullient Spring of 1946 when issues 
of relatively low average quality met a 
good reception from investors. 


In summary, good timing is bound 
to make a tremendous difference in the 
investor’s experience; but we should not 
become over-enthusiastic, because of 
two major considerations: 

1. Since the largest volume of offer- 

ings is made at times like early 
1946 rather than periods such as 
1947-1949, the incidence of poor 
experiences is almost certain to 
be much greater than the inci- 
dence of favorable results. 


2. In almost every case where the 
experience is really good, an even 
better result would have been 
achieved through direct invest- 
ment in the common stock with 
little additional risk. 


With the benefit of this background, 
let us turn to the most recent outburst 
of enthusiasm for convertible preferred 
stock financing. 


Recent Financing 


The results of the convertible pre- 
ferred stock financing of 1951 and 1952 
are a matter for the future course of 
events to determine. In both of these 
years, convertible issues were sold in 
very large amounts by large. well estab- 
lished companies, so that the experi- 
ence should not be too unsatisfactory. 
One phase of price behavior can be 
tested on a limited basis: the resistance 
of convertibles to price declines result- 
ing from the substantial change in in- 





THE COLUMBIA 
GAS SYSTEM, INC. 


The Board of Directors has declared this 
day the following quarterly dividend: 
Common Stock 
No. 76, 20¢ per share 
payable on August 15, 1953, to holders of 
record at close of business July 20, 1953. 
Dace Parker 


June 4, 1953 Secretary 








UNITED FRUIT COMPANY 
—— 216th 


Consecutive Quar:erly Dividend 


A dividend of seventy-five cents 
per share on the capital stock of 
this Company has been declared 
payable July 15, 1953, to stock- 
holders of record June 12, 1953. 


EMERY N. LEONARD 
Secretary and Treasurer 
Boston, Mass., May 18, 1953 


UTILITIES 
COMPANY 


DIVIDEND NOTICE 


The Board of Directors today 
declared a dividend of 47 cents 
per share on the Common Stock 
of the Company, payable July 
1, 1953 to stockholders of 
record at the close of business 
June 1, 1953. 
JOHN HUME 
Secretary 
May 15, 1953. 





|CELANESE 


} CORPORATION OF AMERICA | 
. 180 Madison Avenue, New York 16, N.Y. ( 


HE Board of Directors has this day 
declared the following dividends: 


412% PREFERRED STOCK, SERIES A 


The regular quarterly dividend for 
the current quarter of $1.12%2 per 
share, payable July 1, 1953, to 
holders of record at the close of busi- 
ness June 5, 1953. 


7% SECOND PREFERRED STOCK 
The regular quarterly dividend for 
the current id of $1.75 per share, 
payable July 1, 1953, to holders 
of record at the close of business 
June 5, 1953. 


COMMON STOCK 


25 cents per share payable June 
24, 1953, to holders of record at the 
close of business June 5, 1953 
R. O. GILBERT 
Secretary 
May 26, 1953. 
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terest rates. This is perhaps the only 
significant conclusion which may be 
drawn from the status on April 1, 1953, 
of leading issues of general market in- 
terest. 


Number 

of Issues 

Performance at 4/1/53 Offered 
Market Prices 1951-1952 
Profit of 25% or more _ 2 1 
Profit of 10% to 25% - 7 6 
Profit of less than 10% 9 10 
Loss of less than 10% — 5 4 
Loss of 10% to 25% -. 5 1 
Loss of 25% or more _.. 0 0 
28 22 


On the basis of this tabulation, it 
would appear that convertibles have 
quite successfully weathered the decline 
in the preferred stock market so far. 
Those investors who accepted a lower 
rate of return with this objective in 
mind have not been disappointed. How- 
ever, their ability to weather a decline 
in common stocks remains to be seen. 
At the moment, we can only bear in 
mind the fact that past experience 
raises considerable doubt on this score. 


Some Implications for Investment 
Policy 


The title of this article indicates the 
writer’s reservations about convertible 
preferred stocks as a medium of invest- 
ment. A security which provides protec- 
tion when it is needed least rather than 
when investors seek it most and which 
at the same time pays less than the going 
rate, has some fairly significant demerits. 


However, the investor should not be- 
come entranced by sweeping general- 
izations. After all, we know perfectly 
well that careful selection will produce 
good results in this field as in every 
other even though the timing may not 
be of the best. The more specific and 
helpful points which may be established 
are perhaps the following: 


1. At higher levels of the market, 
when the volume of new issues 
is largest, the analysis of a con- 
vertible preferred stock must be 
most thorough and keen. The com- 
mon stock on which a call is 
offered must look attractive not 
just on a long range basis, but on 
a short term and on an intermedi- 
ate term basis as well. Otherwise, 
too high a premium will be paid 
for the conversion feature. 


2. At lower levels of the market, 
convertible preferred stocks may 
well be attractive, but their 
appraisal should be sufficiently 
careful to determine whether the 
common stock of the same com- 
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pany is not a materially more de- 
sirable investment. 


3. The appeal of convertible pre- 
ferreds is basically that of some- 
thing for nothing. Actually we 
know that such an investment 
combination is seldom if ever 
found. Careful study should be 
given to the price being paid, 
usually in the form of a lower 
rate of return, for the call on a 
common stock. In short, beware 
of letting hope triumph over ex- 
perience! 


A A A 
The Ohio House has passed a bill to 


permit fiduciaries to invest under the 
prudent man rule. 


UNITED STATES SAVINGS BONDS 


May, 1953 
SALES REDEMPTIONS: 
(millions of dollars), 
SERIES E & H ______. 340 223 
121* 
eS ae 65** 
ee ee 555** 
a? 5... Bar xt ites Titeceon 
as... Fe 1 
A TOD NGL... 2* 
871 967 


*Matured (Series E&H and A to D incl.) 

**$1.1 billion F&G maturing in 1953 began May 
1. 38% were exchanged for the new marketable 
34%4% bond. 

(Due to lessened significance of these figures 
under current Treasury policy, publication is dis- 
continued with this issue.) 





Mutual Investment Funds 


Ofuestors MUTUAL 
Dovestors STOCK FUND 


Ohvestors SELECTIVE FUND 


Face-Amount Certificate Company 


Cfpocstors SYNDICATE OF AMERICA 


Prospectuses of these companies ovailable at 
offices in 148 principal cities of the United 
States or from the national distributor and 
investment manager — 


Cheestors DIVERSIFIED SERVICES, INC. 


Established 1894 


200 ROANOKE BUILDING, MINNEAPOLIS 2, MINNESOTA 


2 
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Founded 1784 


Member Federal! Deposit Insurance Corporation 


COMMONWIALTN 
(evestmint 
COMPANY 


COMMONWEALTH 
INVESTMENT COMPANY 


ESTABLISHED 
1932 


Prospectus describing Company and 
terms of offering may be obtained 
from Investment Dealers or 2580 Russ 
Building, San Francisco 4, California. 


Gentlemen: 

Am interested in receiving information 
on Commonwealth Investment Company. 
Will you please send me a copy of 
the Prospectus. 

Name 

Street 


City 


State 





HENRY ANSBACHER LONG INDEX of 





Indices are based on fund operation during the period covered and are 
not a representation of future results. They should be considered in the 
light of the individual companies’ investment policies and objectives 
and the characteristics and qualities of the investments of these companies. 
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index by issues, or 


1952 appear in ¥ 
on May 29, 195 
soon be added to 





Reference should be made to the introduc- 1 6 7 16 
tory article in July 1949 issue, outlining pur- || 2/30/39 — 
comme of dudohes and considerations in | 12/31/35 — 5/29/5 
selecting stock _and cost-of-living averages, | i Principal 
periods and in interpretation of data. Principal eee High Princip, 
BALANCED FUNDS 
American Business Shares __._..------_.| = 65.9 170.1 mF 
naan rs s — | #84 210.2 +204,4im2..66 
_ooan  e — | 83.1 230.4 221,03,68 
Boston Fund —..... ee ee eer ener re 103.1 60.2 172.0 163,403.31 
Commonwealth Investment SLO ek ae ee ee 106.3 73.5 219.3 210,883.78 
Eaton & Howard Balanced ___._ 114.5 73.6 187.5 178,439.72 
Fully Administered Fund (Group Securities) _ —_ 69.4 156.6 +141,02.67 
Cont heen Tt —_—___—$§__..... 110.0 65.2 139.6 133,904.09 
gS Res aoe eer eee — 73.5 165.2 157.4 3.94 
Johnston Mutual Fund . Paes | — — 187.6 179,e3.74 
Nation-wide Securities** —._______ 102.6 | 59.6 142.7 1374401 
re eee! 160.6 +15419.86 
EEE aan a 69.2 152.2 5 3.68 
Mutual Fund of Boston**** _....- = | = — 164.3 3.79 
Scudder Stevens & Clark —._____ a 97.4 80.9 160.6 53.30 
Wellington Fund C052 | «750 169.8 3.51 
Whitehall Fund —— _— — 196.9 ARS 3.82 
Wisconsin Investment*** — 65.1 234.3 225.198 3.04 
AVERAGE: BALANCED FUNDS ___-_-_-_-___| 105.6 70.8 175.6 Se 3.53 
STOCK FUNDS 
rs re — | 50.2 224.9 200.179 4.12 
Broad Street Investing Corp. -....____. 109.9 60.1 213.9 2033) 4.63 
RN I creer. schteniniisisaseaiitinenencesinentsnrennannisonnes 109.8 61.0 200.1 
Delaware Fund — | 76.1 172.9 
Diversified Invest. Fd. (Diversified Fd. Tne. eee — — 154.1 
Dividend Shares erareaee siatectenesmemae 109.0 | 62.1 178.0 
oto eee Gieee- 107.1 | 62.7 224.8 
EEE EE SSE Ae — | me 232.0 
Fundamental Investors -_...._________________ 105.2 64.8 252.1 
incorporated Investors _.. .___-____ 103.6 63.9 246.2 
Institutional Foundation Fund* — — 181.0 
Investment Co. of America _...-_-_»== — 69.0 199.7 
Investors Management Fund __.._-_-_»_>>= 107.7 67.7 221.4 
Knickerbocker Fund Sap Sect Ts — 59.8 125.6 
Loomis-Sayles Mutual Fund etd 2 eee 72.4 74.2 198.7 
Massachusetts Investors Trust > 110.7 59.7 194.9 
Mass. Investors Growth Stk. Fund 114.2 57.4 205.9 
Mutual Investment Fund 129.7 56.1 167.8 
Be —_— 60.7 241.9 
National Securities — Income*** _..._-- = a 66.0 135.1 
Og i ee 117.4 61.4 164.9 
Selected American Shares _.. = 123.8 60.9 181.2 
I I ci icehcsneiiniiesoniniincinmincran a 62.5 137.8 
State Street Investment Corp. sgh ace 92.8 60.7 251.3 
Wall Street Investing Corp. _.._._. — — 229.0 
AVERAGE: STOCK FUNDS _...._»_ 108.1 63.2 201.0 
90 STOCK INDEX (Standard & Poor’s) __.... 106.7 59.3 211.7 
n191.8 





CONSUMERS PRICE INDEX (B.L.S.) _.__. ~- n99.8 


Base index number of 100 is the offering price 4 


COL. 6, 7, and 16 arrived at as follows: To the bid prices at the respective 
dates indicated are added all capital distributions to such date and the re- 
sultant sum is divided by the 1939 base offering price. 


COL. 19 represents the current month-end bid (col. 16 less all capital distri- 
butions) divided by the 1939 base offering price. 


INCOME PERCENTAGE includes only those dividends paid by the com- 
panies cut of income earned from dividends and interest on their portfolio 
securities (excluding all capital distributions). 


n—new revised series adjusted to Dec. 1939 base. 
r—plus rights. 


@Principal index begins after 1939 base date. & Bond Group.) 


+Ex-dividend current month. 
*Name changed from Institutional Shares (St# 









COL. 17 represents 
the annual period 
month-end offering 
CAPITAL GAIN 
distribution, if any, 
annual period. 
COMPANIES OR' 
on the date they 
or balanced funds # 
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ibility med in so far as compliance with the Etatement 
Conca the employment in whole or in part of this 
sues, tes or dealers. Principal indices for May 29, 
r in ¢ 1952 issue and current income returns based 
» 1953MRy prices are available on request. These will 
Jed toed short form index. 
16 Br 18 | 19 | 20 
nt 12 mo. Div. %| Prin. Less | 5-Yr. Avg. 
Cum. Cap. 
nvest. Cap. | Distr. (Bid) oe 
Distri. | 5/29/53 | *ncome % 
2.56 | 108.1 3.87 
3.83 | 157.4 3.75 
2.46 | 173.8 3.83 
135 | 180.0 3.81 
1.66 | 174.7 3.96 
2.05 159.4 3.88 
1.97 4114.5 3.73 
3.46 106.3 4.93 
1.41 130.5 4.18 e 
2.28 | 165.9 4.26 e 
1.30 111.6 4,25 
1.96 7142.1 3.95 @ 
2.45 122.1 3.93 
2.48 135.0 3.96 e 
1.74 129.2 3.56 
2.01 126.5 3.74 
169.9 4.09 e 
160.9 2.92 
134.2 3.98 
124.2 5.17 
166.0 4.99 
7152.8 4.59 
91.3 3.87 
7131.8 5.45 e 
137.5 4,43 
179.7 3.82 
189.5 5.07 e 
198.2 4.48 
182.2 4.80 
7131.8 4.14 e 
133.6 3.94 
153.6 4.67 
T1.7 3.23 
129.4 2.81 
| 168.9 4.86 
+151.2 3.55 
7130.1 2.89 
175.7 3.96 
+ 90.7 5.93 e 
128.3 4.03 
133.1 4.74 
105.8 4.85 
158.3 3.31 
209.7 3.77 e 


- 30, 1939. 


obiaioed by dividing such dividends accruing over 
ithe stated date by the average of the twelve 
nding on the corresponding date. 

BUTION column (18) represents percentage of 
Pital gains or any other sources, for the current 


D AFTER 1939 are given an initial index number 
S equal to the average of all those stock 
nce at the time. 





+2 .became Balanced Fund in 1945. 

ps ‘Not included in balanced or stock average. 

tttegneme Changed from Russell Berg Fund. 
*Name changed from Nesbett Fund. 
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Mutual Funds Try Explanation 
and Dramatization 


In order to dramatize to sharehold- 
ers the men who run modern-day indus- 
try in this country, National Securities 
and Research Corp. has featured in its 
current annual report as of April 30th 
the photographs of fiftyfive board chair- 
men or presidents of companies whose 
securities are held in the portfolios of 
one or more of the seven National Se- 
curities Series funds. A third of these 
are pictorialized on the outside cover 
of the yearly statement creating a very 
impressive decor. 


“No one can ever measure the debt of 
American industry — and its stock- 
holders — to the men who head the big 
companies and direct their policies,” the 
report states. “They have more than 
their complement of brains. imagination. 
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Common Stock Fund, Inc. 


initiative, vitality and management 
ability. It is partly in these men and 
in these qualities that an investment is 
made whenever shares in their com- 
panies are bought .” The report 
points out that the use of these photo- 
graphs should not be considered as 
approval or disapproval of the fund by 
either the executives or their companies. 


In contrast to this dramatization is the 
informational approach to investment 
holdings initially presented through a 
unique invitation in the March 1952 
quarterly statement of the Wall Street 
Investing Corp. and repeated in the 
current year’s March report. Observing 
that annual reports had been received 
for most of the 41 companies included 
in its portfolio, the statement offers to 
send such reports as may be requested 
on the accompanying post card. 


Prospectus on request: 


10 Post Office Square 
Boston 9, Massachusetts 


One Wall Street 
New York 5, New York 


117 South 17th Street 
Philadelphia 3, Pa. 


ans cs ne ee SS 


Fundamental Investors, Inc. 
Diversified Common Stock Fund 
Diversified Growth Stock Fund 
Diversified Investment Fund 


Manhattan Bond Fund, Inc. 


SES AVAILABLE ON THESE MUTUAL FUNDS 
FROM YOUR LOCAL INVESTMENT DEALER, OR 
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A lug difference? Sure... but 
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Compare THE MODERN CAR with the 
rustic runabout of 1910. 

Compare their horsepower, speed, ac- 
celeration, fuel consumption. What makes 
the modern car so much better? What 
makes it so much more powerful, so much 
faster, able to stand up better under all 
conditions? 

Petroleum ! 


New lubricants reduce engine wear as 
much as 40 percent...allow quick easy 
starts and miles of safe driving in all kinds 


CITIES 


of weather. Two gallons of today’s gaso- 
line do the work that three gallons did in 
1925... are actually worth more by 50 
percent in performance and economy. Yet 
gasoline costs no more now than it did 
then...only the taxes are higher. 


Cities Service is proud of the part it 
has played in developing more than 400 
quality petroleum products during the 
last 80 years...products that serve the 
individual, his home, his farm, his factory 
...and the nation. 


SERVICE 


Quality Petroleum Products 
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Painting by Marshall Johnson in collection of State Street Trust Co., Boston 


HE AUTOMOTIVE INDUSTRY, major 

bellwether of consumer buying and, 
indeed, of the general state of the na- 
tion’s economic health, is riding high 
this year. Manufacturing volume since 
the end of restrictions early in the year 
has been at near-record levels, if not 
above them. Retail sales have been 
keeping pace. The effervescent optimism 
which characterizes Detroit and its en- 
virons is definitely present. But — and 
this is a highly important “but” 
there is a hedge of caution about the 
future which has the analysts studying 
their reports with an intensity un- 
matched for a long time. 


The present day optimism and the 
sharp watch on the period ahead is 
important for the country. Statistics can 
be recited in endless profusion to estab- 
lish the overriding significance of auto 
industry activity. Suffice it to say that 
the billions of dollars which pass in 
and out of auto company books almost 
surely cast more influence over business 
at large than any other single factor in 
private enterprise. 


The optimism is self-evident. Ford 
has lately announced projections for 





After leaving Col- 
umbia College, the 
author was for five 
years editor of the 
automotive statistical 
service, Ward’s Re- 
ports, Inc., before 
becoming Detroit 
Editor of Iron Age 
and doing special 
writing for Business 
Week. For the last seven years, Mr. Brams 
has acted as chief of the Detroit Editorial 
Bureau for McGraw-Hill Publishing Co., 
Inc., as well as publisher of his newsletter, 
Detroit Labor Trends. His opinions on auto- 
motive and labor topics are respected in 
industry and command a wide audience. 
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more car assemblies in the last half 
than the swollen first half. General 
Motors expects to maintain a level pace. 
Others are thinking in rough parallel. 


Fly in the Ointment? 


These predictions discount the one 
big underlying concern — used car 
movement and prices — but any auto 
man will admit to you that this modestly 
sore spot has the potential of upsetting 
all the large plans. 


Used car volume and price levels, 
particularly the latter, normally main- 
tain fairly good correlation with those 
of new cars. But used car sales are 
modestly off from 1952, perhaps 5% 
or so. Used car prices are soft almost 
everywhere. 


The fact of the matter is that a large 
share of the auto industry’s new car 
business is contingent on the health of 
the second-hand business. If a man can 
get a good trade-in on his new car 
purchase, he’s more ready to buy. The 
dealer can give him a good trade-in 
only when he either absorbs a dispro- 
portionate loss himself in net profit dol- 
lars, or else finds a ready market for 
the car he’s just bought in exchange. 


Today that relationship is out of bal- 
ance. Dealers are finding that the used 
car market, particularly for the boom 
crops of 1950, 1951 and 1952 models, 
is sluggish in relation to new car volume. 
They are taking two courses. The re- 
tailers for “hot” cars, the ones in large 
public demand, are holding down on 
allowances and thus ultimately and 
effectually reducing their total potential 
market. The retailers for less popular 
makes are over-allowing on trade-ins, 
with the result that they are materially 
shortening their profit margins. Of 
course, so long as either technique 
moves automobiles, business at the fac- 


DYNAMICS OF INDUSTRY 


MOTORS 


CAN INDUSTRY HOLD 


FAST PRODUCTION PACE? 


STANLEY H. BRAMS 


tory level continues surpassingly good. 
The question, though, is this: How long 
will it go on? 

The problem of why used car prices 
and volume are both below what might 
be expected is not too hard to answer. 
For one thing, the nation’s total car 
population has soared mightily in the 
recent postwar years. The flood of re- 
cent model cars coming onto the market 
has apparently momentarily upset the 
normal balance between the yearly 
classes and oversupplied the market for 
1950-51-52 models (older model cars 
are priced and moving about normally). 


For another thing, overallowances on 
trade-ins have made it possible for many 
people who would normally buy recent 
model used cars to go into the new car 
market instead. There is not enough 
differential pricewise between, say, a 
1951 on the second hand lot and a 
1953 whose price has actually been 





—Courtesy of General Motors 


This 37-ton machine at Chevrolet’s Cleve- 

land plant automatically cuts gear teeth 

on the inside of the clutch drum, one of 

the parts of Chevrolet’s Powerglide trans- 

mission. Each part is moved automatically 
through ten stations. 
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lowered by excessive offers on the pros- 
pect’s 1949 model. 


A third aspect is the role of the fi- 
nance companies. They are tightening 
up their policies on used car transac- 
tions. Not only are they calling for 
higher proportionate down payments 
than on new cars in many instances, 
and equal or higher proportionate 
monthly payments, but they are also 
beginning to buy paper with recourse, 
or even with agreements from the dealer 
to repurchase in case the mortgagor 
defaults. This has served to reduce the 
demand which can be satisfied, and 
hence to depress prices. 


Industry Jitters Recurrent 


Concern over the automobile market 
is nothing new these past few years. 
There have been three or four occasions 
since 1948 when once and for all it 
seemed that the icing had finally been 
licked off the cake and that the ultimate 
and perhaps inevitable decline had set 
in. Actually, sales did dwindle on a few 
such occasions. Korea and _ resultant 
production limitations stimulated the 
market once. Strikes shortened steel 
supplies another time and balanced out 
the supply-demand relationship. 


Walter Reuther, president of the 
aggressive CIO United Auto Workers 
Union, is one of those concerned for 
the future. He wrote all auto companies 
in May decrying recent soaring output 
totals which he termed “economically 
unsound and morally wrong.” Mr. 
Reuther’s fear was that the market 
would be saturated now at the expense 
of production in the fall. 


The answer of H. H. Curtice, presi- 
dent of General Motors, crisply rebuffed 
this thesis. Mr. Curtice said he was 
“quite optimistic” and anticipated that 
“we can look forward to good business 
throughout the year 1953.” 
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From Ford News Bureau 


Ford’s Research and Engineering Center at Dearborn. Upper half is an aerial photograph, 

including the test track. The 500-acre site for the $50,000,000 center appears in the upper 

right corner. Lower half of the picture is a model showing dynamometer building (a dual- 

purpose engineering building capable of defense work without conversion) vehicles test 

building, maintenance building, administration and engineering building and an industrial 
relations building. 


If there are grounds for reservations 
(and others in the industry hold them) 
one good ground would be because the 
ultimate day must be nearer when the 
statistics will reassert themselves and 
the volume will return closer to normal 
than in the recent over-average years. 
But it should be emphasized that the 
reservations are not fearsome ones. The 
worst that any Detroit auto man ex- 
pects is a modest kind of setback, a 
passing kind of decline that will right 
itself in a short term. And even in de- 
cline, unless it is far worse than ex- 
pected, the auto companies will still 
make money. 


That will hold true despite the tre- 
mendous and well-publicized expansion 
of plant in the auto industry, which 
might seem to have raised “pay points” 
abnormally high. Pay points are far 
above prewar levels, true. But they are 


Dcionene ancillary service for out-of-state attorneys, 
banks, and trust companies. 


If you have customers moving to Florida, we will 
be pleased to provide them with complete Trust service. 


THE ATLANTIC NATIONAL BANK of JACKSONVILLE 


Jacksonville, Florida 


Established 1903 


Member Federal Deposit Insurance Corporation 


equally far below present rates of out- 
put; there appears to be large room 
for volume reductions before any red 
ink zone is reached. 


Where before the war the normal new 
car market was figured somewhere 
above 3,000,000 cars a year, today’s 
figures point to a norm above 5,000.- 
000. The reasons are not hard to find: 
income, bank deposits and money in 
circulation, family formations, and pop- 
ulation movements into the suburbs all 
play their part. And the automobile 
companies themselves have hardly been 
standing still in their efforts to create 
buying desires. The principle tenet of 
automotive merchandising has always 
been to obsolete cars already on the road 
to the point that replacement will follow 
steadily, almost automatically. 


Greater Improvements Ahead 


So it has been that the postwar era 
has seen highly important changes in 
motor cars. An entire new era is being 
created in engines; the turn is to V-8 
powerplants of greater power and stam- 
ina. Automatic transmissions have be- 
come all but standard equipment, to the 
point that some makers face dispropor- 
tionate costs with each manual trans- 
mission they install. Power steering and 
power brakes, added approaches to driv- 
ing automaticity, are becoming equally 
accepted. Designwise, today’s automo- 
biles have moved a far way from their 
prewar counterparts, 


This is all continuing. When the 1954 


TRUSTS AND ESTATES 


a> se eo |e 





Dn we CD 


BS Ol lOeSEE_C—_— * 


—From Oldsmobile Division, General Motors Corp. 


Special machine performs several operations on the engine block in Oldsmobile “Rocket” 

engine plant. In the foreground the cylinder walls are finish honed to limits of 5/10,000th 

of an inch. The machine in the background sizes cylinder bores in the blocks. An 
inspector checks bore sizes with a special air-operated gauge. 


models appear they will boast of still 
more horsepower and _ performance, 
somewhat improved economy, better 
styled interiors and exteriors alike. 


Farther in the distance are other note- 
worthy changes. When General Motors 
disp!ayed an experimental fleet of sport 
car types in its countrywide shows 
earlier this year, interest was such that 
the company began to think most seri- 
ously about plastic bodies, lengthened 
and lowered bodies, and materially 
greater horsepower. Ford has in its ex- 
perimental laboratories a new type of 
hardtop convertible, one that has an 
actual steel top which folds back to 
invisibility into the luggage compart- 
ment. 


Looking ahead more distantly, engi- 
neers anticipate that today’s engines 
will inevitably be obsoleted by gas tur- 
bine powerplants. Such motive units are 
already installed in an experimental 
model of one British maker and one 
U. S. truck maker, Kenworth (on the 
west coast). Two hurdles remain before 
this more economical and more effici- 
ent powerplant can be employed: tech- 
nology which will provide economy in 
lower speed ranges equivalent to that 
at country cruising speeds, and amorti- 
zation of the heavy, and recent, ex- 
penses of tooling for today’s V-8 engine 
production lines. 


On one aspect of development the 
engineers are in fair agreement. They 
do not foresee American versions of 
European small cars, except for the 
sport car type indicated for limited pro- 
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duction. They feel rather uniformly that 
European standards of lower power 
(which goes along with European 
standards of performance economy) 
and European size and comfort are not 
broadly acceptable in the mass Ameri- 
can market. The favorite word of De- 
troit on this is, “Our buyers would 
rather have a second hand Chevrolet or 
Ford than a brand new Austin.” The 
statistics seem to bear that out. When 
European cars came into the U. S. mar- 
ket during the auto-short period of the 
late forties they sold well — but only 
until stocks of domestic vehicles became 
available. 


1953 Profit Picture Favorable — If! 


Despite the long-term amortization 
costs of today’s models, 1953 may well 
go into history as one of the most 
profitable in the auto industry’s records, 
The costs of labor, which directly and 
ultimately are the basic consideration 


in all automotive production expense 
items, appear steadier for the near term 
than for many years past. Meanwhile, 
volume is high above normal. 


This last consideration is the most 
important. Traditional auto industry 
cost accounting is to figure all expense 
on the basis of the company’s share of 
a normal year’s volume — which can 
be theorized to mean today somewhere 
around 5,000,000 cars for the industry 
at large. (The actual base of such fig- 
uring is one of the most jealously guard- 
ed accounting secrets of any car maker). 
As volume rises above the norm, profit 
recovery increases by leaps and bounds, 
because fixed expenses change hardly at 
all. The same outcome occurs in reverse 
when volume falls below cost projec- 
tions, but as of today that is no problem. 


In the recent past few years the auto 
makers have lost good-sized profit seg- 
ments from this beyond-normal volume 
to enforced maintenance of price levels 
and to continuing wage raises. Today, 
however, prices are free and labor rates 
in the auto plants themselves are fairly 
stabilized. Starting with the 1953 model 
year late in 1952, it may be noted that 
December saw most auto wages reduced 
lc an hour because of the slipping price 
index of the Bureau of Labor Statistics, 
and March saw another penny taken off 
pay checks. 


June saw the first increase of the 
model year. The cost-of-living bonus 
held firm, under the new arrangements 
negotiated by the CIO United Auto 
Workers Union, and in addition a 5c 
“annual improvement factor” raise was 
granted — lc higher than in past years. 
But the rank-and-file net of the year 
thus far is only 3c, and the theory of 
the AI factor is that efficiency goes up 
about 244% per year. So companies 
presumably should be realizing better 
return from their labor dollars than for 
some years past. 








] HAROLD FORSTENZER 


Formerly Personal Property Appraiser, Transfer Tax Dept., State of New York 
(For Past 10 Years) 


Announces the Availability of 


FORSTENZER QO APPRAISALS, xc. 


% To Serve You with Appraisals of tangible personal property, 
real estate, business interests and securities for tax, insurance 


or inventory purposes. 


% To Act As Estate Tax Consultant on Federal and State estate 


tax proceedings. 


Inquiries Invited . . . We Will Be Pleased To Have A Representative Call 





| FORSTENZER APPRAISALS, 
401 Broadway, New York 13 


CAnal 6-7877 


wen | 


437 








Beyond the fact of wage rates, of 
course, is the highly important general 
attitude of labor. Good periods have 
been turned into indifferently successful 
ones in the past under the impact of 
strikes, slowdowns, indifferent work- 
manship and other cost-enlarging diffi- 
culties. For the rest of 1953, as during 
the earlier part, it can be expected that 
labor relations will be better than aver- 
age. The indication is that the under- 
tone of tension which manifested itself 
in May was a passing phenomenon. Too, 
it may be noted that the long-term his- 
tory of Auto Worker Union activity has 
tended toward less truculence and _to- 
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ing business. It accepts no depos- 
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ward more cooperation with manage- 
ment. 


Truck Market Important — But 
Secondary 


Truck manufacturing does not have 
as completely rosy an outlook as does 
that for passenger cars. Once a truck 
is sold, its owner customarily operates 
it until the hard fact of maintenance 
charges grows to the point that a re- 
placement is economically indicated on 
a dollars-and-cents basis. Although man- 
ufacturers have followed the merchan- 
dising line of the new car makers via 
improvements — more driver comfort, 
faster pickup and higher crusing speeds, 
greater safety and the like — the truck 
operator is habitually inclined to look 
first at fundamentals of payload and 
gasoline consumption. He has not found 
enough variation in the past few years 
in those respects to induce him to make 
many replacements not otherwise dic- 
tated. 


His trucks, meanwhile, if they are 
average, are fairly new. Truck output 
has been at record levels the past few 
years. The replacement market for 
trucks accumulated during the war 
years has largely been satisfied, and 
replacements for postwar trucks are not 
yet indicated in really broad dimensions. 

The one large sustaining element, as 
over the past two decades, has been 
that the total market is steadily grow- 
ing. Over-the-highway hauling keeps 
wedging into freight car tonnage totals. 
The expanding limits of urban areas 
have necessitated more in-city transpor- 
tation. In a definitely mild sense, truck 
manufacturing has some of the innate 
aspects of a growth industry, and will 
have for some time. 


Accessories Volume Zooming 


There is a third category in the 
automotive industry with problems dis- 


eros Sali ie 
From Ford News Bureau 
Ford Motor Company’s progressive trans- 
fer-type machine for drilling oil holes in 
steel V-8 engine crankshafts. This method 
requires only the loading of crankshafts on- 
to the transfer conveyor at one end of the 
machine, the balance of the operations being 
automatic until the crankshafts are unloaded 
at the end of the 39-foot long machine. The 
machine drills and reams four Welch plug 
holes in each machine. 


tinct from those of passenger car or 
truck makers. This is the accessory and 
parts sector, itself divided into three 
groups: (1) Those companies which 
produce practically exclusively for ori- 
ginal equipment; (2) those which pro- 
duce almost entirely for the so-called 
“after market” of replacement at retail; 
and (3) those which produce for both. 


Quite evidently, the fortunes of the 
first group move in direct parallel to 
those of the companies they supply. A 
handful of companies are big volume 
firms, but their names are not at all 
known to the man in the street — Motor 
Products, for example, or Kelsey-Hayes 
Wheel, or A. O. Smith. Their manufac- 
turing will vary only imperceptibly 
from the rates of the industry at large. 
Some members of this group, like body 
builders Briggs and Murray, have been 
attempting to diversify with other oper- 
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POST-WAR MOTOR PRODUCTION 
(Includes Trucks and Buses) 
Source: WARD’S REPORTS, INC. 


1953 
1946 1947 1948 1949 1950 1951 1952 (4 mos.) 


General Motors 1,131,830 1,834,982 2,048,293 2,674,207 3,653,452 2,809,155 2,253,323 1,176,315 


Chrysler __. 670,481 939,386 1,001,213 1,274,911 1,327,556 1,402,409 1,115,462 495,842 
2 ————EEE _ 656,126 1,003,206 1,049,258 1,322,254 1,902,486 1,482,262 1,241,537 539,668 
OS 93,863 103,311 143,697 142,462 143,006 93,327 76,348 36,585 
Kaiser-Frazer 11,751 144,508 181,803 60,405 149,704 99,343 75,202 15,306 
Nash 0. 98,768 =113,315 118,621 142,592 189,543 161,209 152,141 75,325 
Packard 42,102 55,477 98,898 104,593 72,089 76,075 62,988 40,979 
Studebaker __... 120,763 191,451 232,732 291,875 318,422 273,814 220,393 82,223 
_iyes 77,989 119,919 137,267 82,865 86,958 125,041 168,216 57,553 
International 113,546 153,009 166,784 110,558 106,418 151,439 126,068 *49,654 


*Exclusively trucks while other makers include both pleasure cars and trucks. Truck pro- 
duction before World War II averaged just above 700,000 units per year (1935-1940) and for 
1946-1952 about 1,200,000, ranging from 940,851 in 1946 to 1,426,000 in 1951. These figures 
include military vehicles, not separately stated because of restrictions, which estimates place 


at not above 10% of the total and probably nearer 7-8%. 


ations (they are making plumbingware) , 
but they are still basically tied to autos. 


The second group had its great flush 
of production and profits immediately 
after the war, when controls went off 
and demand could be satisfied. The 
average automobile came out of the war 
in need of many parts — obvious ones 
like tires, less obvious ones like mufflers 
and tailpipes. The motorist had money 
in his pocket and had to stand in a long 
line for a new car, so he fixed up the 
old one. The replacement parts com- 
panies prospered mightily. 

As the average age of cars on the 
road declined, the high fortunes of this 
group of companies dwindled some- 
what. The average car needs little in the 
way of renovation during its first two 
years. Had not the car population been 
increasing by leaps and bounds during 
the postwar years (which meant that 
many over-age cars were kept on the 
road out of sheer need), these replace- 
ment parts makers would have had mate- 
rially reduced business. As it is, their 
volume is not as lush as it has been, 
but the broadening of the market has 
served to hold it fairly adequately. 


The third group — makers of both 
original and replacement equipment — 
have been able to balance themselves 
out more ideally. At the ending of the 
war, they could operate at high rates, 
serving primarily their retail outlets. 
As auto production increased, enlarg- 
ing original equipment demands on 
them, they could use it to compensate 
the gradual decline of their retail busi- 
ness. Today, that still holds true. 


For the rest of this year it would 
appear that the original equipment 
makers and the companies which serve 
both the manufacturers and the retail 
markets would do very well indeed; the 
replacement makers fare at least pass- 
ably, if not as well. 


Fast-moving companies in that latter 
classification, incidentally, have been 
finding large opportunities in the auto 
trade in recent years, and doubtless will 
continue to find them. The manufacturer 
who can capitalize on a fad reaps a 
golden reward in autodom. Firms which 
made chrome rings a la Buick a few 
years ago profited richly. The imita- 
tion wire wheel of this model year has 
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produced revenue for several makers, 
and may not have reached peak yet. Kits 
containing pseudo rear-wheel mount- 
ings, or air conditioning installations, 
can be large business. 


In a sense, such proclivities are sym- 
bolic of the adventuresome spirit of the 
auto industry. Forward looking has 
always been its hallmark, optimism its 
overriding characteristic. The industry 
knows that it can always fall flat on 
its face if its hard pace trips it up, but 
it has traditionally figured that the 
best way to get somewhere was to run 
almighty fast toward the chosen desti- 
nation, 
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I I a ccnietnietl cinbaintonasane 3.08 3.02 2.58 3.08-2.78 2.81-2.21 2.43-1.96 2.48-2.03 (a) (a) (a) m 
Victory 2%s —....... % 3.07 3.01 2.61 3.07-2.78 2.81-2.44  2.48-2.08 2.50-2.37 (a) (a) (a) al 
314’s, 1983-78 % 3.26 3.25 3.27-3.23 
2. Corporate Bond Yields 3, 
Aaa Rated Long Term % 3.35 3.29 2.93 3.36-2.98 3.04-2.65 2.91-2.45 2.88-2.59 5.75-2.70 6.38-4.42 it 
Aa - ” a moncccenem Sy 3.43 3.36 3.02 3.43-3.06 3.10-2.70 2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 cl 
A = 262 %5 intentions Oy 3.62 3.51 3.20 3.62-3.23 3.34-2.87 3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa C - - aisainneetenae 7 3.80 3.73 3.49 3.80-3.50 3.64-3.15 3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 b 
3. Tax Exempt Bond Yields 
Aaa Rated Long Term ihe Oh 2.38 2.22 1.72 2.38-1.98 2.00-1.28 1.98-0.90 1.84-0.93 2.81-1.56 (b) (b) 
Aa + 1 ” ctinicemnnenemenanene Gy 2.64 2.51 1.87 2.64-2.26 2.25-1.37 2.21-1.04 2.11-1.21 3.02-1.78 (b) (b) 
A " ” og coccscocsemsescamane Of 3.09 3.01 2.22 3.09-2.68 2.67-1.72 2.64-1.28 2.49-1.49 3.29-2.11 (hb) (b) 
Baa ” os cal ig SE 3.45 3.36 2.59 3.45-2.96 2.98-1.98  3.05-1.57 2.94-1.80 3.71-2.60(b) (b) : Vv 
4. Preferred Stock Yields 
Industrials—High Dividend Series 
IE ooccscnetineuaanesshinenteer im 4.22 4.17 3.92 4.22-3.99 4.10-3.80 4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 a 
Medium Grade ——............... % 5.16 5.08 4.85 5.16-4.90 4.96-4.68 5.08-4.14 §.94-4.33 12.73-4.91 8.05-5.61 r 
Industrials—Low Dividend Series 
High Grade _. intceieainrateinestines: 3.95 3.92 3.69 3.95-3.76 3.90-3.45 3.92-3.27 (c) (c) (c) (c) T 
Medium Grade TRS SE | 4.31 4.24 3.98 4.31-4.06 4.20-3.80  4.20-3.52(c) (c) (c) (c) c 
Utilities—Low Dividend Series y 
EE 4.32 4.28 3.96 4.33-4.01 4.25-3.77 4.24-3.40(c) (ce) (c) (c) 
Medium Grade —................ % 4.75 4.66 4.33 4.75-4.43 4.71-4.19 4.65-3.69 (c) (c) (c) (c) c 
%. Common Stocks s 
125 Industrials—Prices (e) oe aEee 75.45 75.56 73.59 80.82-74.16 80.89-64.91 64.46-43.20 49.30-22.69 49.10-10.56 78.06-34.81 (d) 
125 Industrials—Dividends (e) - 4.17 4.17 4.22 4.18-4.15 4.55-4.13 4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16 (d) 
125 Industrials—Yields % — 5.53 5.52 5.73 5.61-5.15 6.84-5.14 7.29-3.20 7.71-3.56 10.13-2.59 6.21-3.19 (d) I 
0 
{a)-—-U. S. Govt. Bond Yield Averages in this series date from Jan. 5, 1948. (d)—125 Industrials Averages date from Jan. 1, 1929. 7 
(b)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. (e)—Dollars per share. j 
{c)--Low Dividend Preferred Yield Averages in this series date from a I 
Jan. 2, 1946. 4 l 
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If You’re Bearish on Bond Prices 


Dont Be A Bear T00 


AUBREY G. LANSTON 


LONG 


Aubrey G. Lanston & Co., Inc., New York 


667 P\HE STREET” is bearish on bonds 

— Treasury, municipal and cor- 
porate. This bearishness is almost unani- 
mous and, thereby, one is forewarned. 
There are infrequent occasions when 
near-unanimity forecasts the continua- 
tion of a trend but, by and large, it is 
more apt to indicate the likelehood of a 
near-term reversal. Investors may be 
turning bearish on municipal bonds too 
late and they may be remaining bearish 
on Treasury bonds too long. 


During periods of high business activ- 
ity accompanied by a resurgent demand 
for loans and an enlarged supply of tax- 
exempt securities, it is inevitable that 
bargains will appear among the latter 
and among U. S. Treasury notes and 


bonds. 


Purchasers of municipal bonds last 
summer or early this spring may feel 
they have lost their power to determine 
when a bargain is a bargain. And no 
wonder, in view of the way prices have 
fallen. Moreover, when the Attorney- 
General publicizes a letter to the Presi- 
dent to the effect that the new Public 
Housing Authority bonds are Govern- 
ment guaranteed obligations and these 
are publicly offered to yield 2.90 to 
3.00% for thirty years — tax exempt — 
it is difficult to see how some other se- 
curities, particularly Treasury bonds, can 
be a bargain. 


Appraising the Basic Problem 


Therefore, in the present situation in- 
vestors have been willing to sell Treasury 
securities at successively lower prices to 
acquire Public Housing and other more 
remunerative investments. Some sell 
Treasury and other bonds simply be- 
cause the trend of interest rates is up- 
ward. Simultaneously, the demand for 
credit by businesses and the like is as- 
serted in amounts beyond actual current 
needs, Eventually, some necessitous bor- 
rowing develops, the need for which had 
not been anticipated by the borrower. 


_ The present trend toward higher interest 


rates, therefore, is self-accelerating but 
ultimately it will end. When it does, bar- 


June 1953 


The rapid and drastic depreciation in 
all sectors of the bond market since the 
first of the year has motivated consider- 
able disquiet among portfolio managers. 
We feel privileged to bring to our readers 
this timely opinion from a recognized 
authority in the fields of Government 
and municipal finance. 


gains will be harder to find and those 
available will be seen more clearly as 
such. 


All of this is, of course, a part of the 
national program to achieve and to main- 
taine a more sound and stable dollar; 
to promote economic stability and to 
forestall the crash that is so apt to fol- 
low a boom. 


In the monetary area, these objectives 
are fortified by new principles for debt 
management and a resurgent return on 
the part of the Federal Reserve to the 
responsibilities for national credit con- 
ditions which is its real charge by Con- 
gress. The new principles of debt man- 
agement are solidly backed by most com- 
petent and prudent men. These are (1) 
the Treasury should finance at “the go- 
ing rates” in the marketplace, (2) ex- 
tend the maturities of its near-dated debt 
on appropriate occasions, and (3) avoid 
financing via the commercial banks when 
this would be inimical to a sound and 
healthy economy. 


In the management of credit policy, 
the Federal Reserve has been following 
the only objective that could possibly be 
called sound during the current boom, 
namely, it aims to restrain a too-rapid 
expansion in private credit. In so doing, 
it is on the alert — as evidenced by the 
public statements of the Chairman of 
the Board of Governors — for recession- 
ary tendencies in business whereupon it 
will aim to increase the availability of 
money with a resultant decrease in 
money costs. 


Hold-Over Deficit Causes Trouble 


The big problem arises from the ex- 
istence of .a large cash deficit at the 
Treasury during this period of business 


boom. The Federal Reserve cannot 
make money less available and more 
costly for businessmen and consumers 
without producing the same result for 
the Treasury. If, in spite of its large 
cash needs and a restrictive credit pol- 
icy, the Treasury endeavored to lengthen 
the maturities of its new issues at “the 
going rate” in this situation — then 
offerings of intermediate and long-term 
securities would serve only to accelerate 
the upward trend in interest rates and 
accentuate the unreceptiveness of in- 
vestors to additional offerings. Earlier 
this year some such offerings were made 
and the rate of increase in interest rates 
was accelerated. With the enlarged cash 
needs of the Treasury it became in- 
evitable that it would have to resort to 
short-term securities for its refunding 
and to the shortest type of security, 
Treasury bills, for its cash needs. The 
Federal Reserve System was not con- 
ceived nor brought into being to frustrate 
the Treasury in such circumstances. That 
is why Federal Reserve officials have 
been put on the spot by the Treasury’s 
deficit — for which Congress is re- 
sponsible. 


June Bills Intensify Bond Decline 


On Monday, June 1, we seemed to 
reach .a climax in this situation. The 
Treasury offered $11, billion of its reg- 
ular 91-day bills. $200 million of this 
offering was for new cash. In Treasury 
bill bidding Government security dealers 
generally enter bids for $500 million or 
more. In this June Ist auction total 
tenders received were only slightly in 
excess of $134 billion. Against the pos- 
sibility that the Treasury would not re- 
ceive tenders in an amount equal to its 
offering, dealers always include a cer- 
tain number of “throw-away” bids. In 
this particular week’s bill bidding some 
of these “throw-away” bids were hit, 
with the result that although the average 
yield of the award was 2.416%, bills 
were awarded at a yield as high as 
2.58%. This spread between the average 
yield of the awards and the high yield 
is unusual in U. S. Treasury bill bid- 
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ding. It alarmed both dealers and in- 
vestors. 

Treasury bonds on Monday, the day 
of bidding for these bills, were continu- 
ing their precipitous drop in prices. The 
Victory 244s of 1967/72 closed only a 
hair above 90. This was more than 16 
points below the peak price reached in 
the spring of 1946 and more than 14 
points below the price for these bonds 
in January 1950. No wonder some in- 
vestors in Treasury securities have found 
that the shoe pinches tightly indeed. 

Moreover, the background preceding 
these dramatic events in the Treasury 
security markets was such that the 
Treasury’s 25-30 year 314% bond sold 
below its issue price before investors 
paid for it, and in the Treasury’s sub- 
sequent refunding of a l-year 254% 
certificate, this issue also sold below its 
issue price before delivery date. 


Constructive Forces Spark Resistance 


In other words, on Tuesday, June 2, 
it looked as though we had reached the 
point where the sound principles which 
now govern debt management, and the 
sound principles under which credit pol- 
icy is being administered, had to be 
more effectively compromised with the 
practical exigencies arising from an 
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unsound fiscal result. Reports on Tues- 
day morning indicated that the Federal 
Reserve System had become an aggres- 
sive buyer of Treasury bills at prices 
much lower in yield than those available 
at the opening of the market. Bids for 
Treasury bonds, such as the 214s of 
1967/72 and the 3144s of 1978/83, ap- 
peared from out of nowhere, presumably 
for the account of Treasury trust funds 
or agency accounts — or possibly for 


the sinking fund. 


The next day some small buying was 
reported for the account of two insur- 
ance companies. These were “good-will” 
purchases rather than a reflection of 
true investment demand. In this way 
a crisis was temporarily met; one that 
had been responsible, it is said, for the 
coincident sharp decrease in stock prices 
and which showed signs of affecting 


business sentiment. 


Moreover, in this emergency some re- 
called that we have a sinking fund on 
the public debt. This sinking fund car- 
ries an automatic appropriation, the un- 
expended portion of which is currently 
in the neighborhood of $8 billion. The 
Treasury, therefore, can buy bonds for 
agency accounts or for retirement by 
the sinking fund. The actuality of pur- 
chases for the latter purpose has not yet 
occurred but it may, even though it 
would appear incongruous when the 
Treasury is incurring a deficit. By sink- 
ing fund purchases the Treasury could 
buy 214% bonds at discounts of 8 to 
10 points with the proceeds of short- 
term securities sold for cash. Thus, by 
an unorthodox use of the sinking fund 
in an unorthodox set of circumstances 
such as prevails today, the Treasury 
would gain increased flexibility; flexi- 
bility of the type that may be needed 
in times such as these. 


Are Governments Making a Bottom? 


In any event, the drama in the bond 
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market during the week of June 1 sug- 
gests that there is some bottom to the 
pit into which the prices of Treasury and 
other securities have fallen and the 897% 
sale on Victory 214s on June 2 may well 
mark the low point of this issue for 
some time to come. 


Not everyone seems to realize the 
tremendous bargains that are available 
in the Treasury security market. For ex- 
ample, although the Treasury feels, and 
possibly with considerable justification, 
that the 9-year non-marketable Series E 
bond is appropriately priced to yield 
3.00%, there are far bigger values avail- 
able in marketable bonds. For example, 
the 214s September 15, 1956/59 offer 
a taxable equivalent yield of 3.50%* to 
maturity, 614 years hence. This bond is 
callable in 314 years and offers a taxable 
equivalent yield to call date of 4.56%. 


In similar fashion, the 214s of June 
15, 1959/62 offer a taxable equivalent 
yield of 3.74% to maturity, 9 years 
hence. Should this bond be called at its 
first call date, 6 years hence, the tax- 
able equivalent yield would be 4.48%. 

Then, too, there are partially tax-ex- 
empt bonds, such as the 234s of 1960/65. 
These bonds are exempt, in general, 
from the corporate excess profits tax 
and from the Federal normal tax on cor- 
porate income. At the present time, these 
bonds offer a taxable equivalent yield 
of about 354% to their call date 714 
years hence. 


Comparable, even bigger bargains are 
available among municipal bonds. 


It seems, therefore, that the over- 
whelming bearishness existent among 
professionals toward bond prices may be 
excessive and it may be unwise to re- 
main bearish on bonds too long. 


*Closing prices on June 3, 1953. The taxable 
equivalent yields are computed on the yields after 
taxes on a long-term gains basis and at the 52% 
corporate tax rate. 
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HE CONTINUING VIGOROUS GROWTH 
fy the Dominion’s trust institutions 
is attested by the latest estimates of 
approximately $4 billion total assets 
under administration in trust and 
agency accounts. In the conviction that 
the manner of investment of such an 
important capital sum would be of in- 
terest to our readers, a survey (see 
T.&E., Dec. 1952, page 913), in which 
thirteen leading Canadian trust institu- 
tions cooperated, listed the most im- 
portant preferred and common. stock 
holdings selected by these investment 
managers for discretionary trust and 
agency accounts. It is estimated that 
these thirteen companies represent 
roughly three fourths of such trust assets 
in Canada and their investment think- 
ing is, therefore, of interest to portfolio 
managers on both sides of the border. 


We are indebted to our Canadian 
friends for bringing the record up to 
date as of the end of May. Following 
the former basis, namely, elimination 
of all names not appearing at least three 
times in the combined holdings, 71 com- 
panies are listed, allowing for duplica- 
tion for various stock classes. 


While perhaps difficult to draw spe- 
cific conclusions from the new list, a 
general observation would be that the 
trend is toward holdings in larger and 
better known units, with bank stocks 
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CANADIAN EQUITIES IN CANADIAN TRUST ACCOUNTS 


indicating a marked rise in popularity. 
Thirteen new listings appear and eight 
names fell below the minimum numeri- 
cal requirement. Of the companies 
tabulated previously and still on the list, 
45 are held by a larger group and nine 
by fewer. The largest increase appears 
in one common holding, now held by 
eleven institutions, against only four 
previously, while three companies have 
improved their position by four notches. 
Bell Telephone Co. of Canada, British- 
American Oil Co., and International 
Nickel Co. of Canada, Inc. top the list 
with representation in all 13 reporting 
companies, while Canadian Pacific Rail- 


way Co., Consolidated Mining & Smelt- 
ing Co., Imperial Oil Co., Ltd., and 
Noranda Mines, Ltd., are held by 
twelve. 
COMMON STOCKS 

Abitibi Power & Paper... si 8; 
co her 5 ney) 11 
I opal Lot eh ot A Be 7 
ge gO eee 9 
Bank of Nova Scotia rns 8 
OE & ee 
I a el a 13 


Brazilian Traction — & Power _ 10 


British American Oil _..-............ 13 
Buneme Products 7 
Canada & Dominion Sugar __..______. 4 
Canadian Bank of Commerce _..._. 11 
Canadian Celanese ____. ple oe 
Canadian General Investments ers a 
Canadian Industries _....................... 5 
Canadian Pacific Rwy. ....................... 12 
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Consol. Mining & Smelting _...______. 12 
Consolidated Paper —......._-________ 10 
Consumers. Gas (Toronto) 5 
Distillers Corp. —Seagrams 6 
a 4* 
ee 4 
I 7 
Dominion Foundries & Steel _...... 7 
Dominion Oilcloth & Linoleum __. 3 
Dominion Steel & Coal 3 
Dominion Tar & Chemical 5 
Demmmen Textile —........sC«CG 
vane Fee CP 
Fanny Farmers __._.._. ee 
Ford Motor Co. of Canada... 83 
Fraser Companies, Ltd. __...... 11 
ee 3* 
Gypsum, Lime & Alabastine 4* 
Hollinger Consol. Gold Mines ___.. ‘| 
Howard Smith Paper Mills cece: ll 
Hudson Bay Mining & Smelting... 9 
Imperial Bank of Canada... s«OG 
haa oS TT... as, 
ee wee 

International Nickel _............. sd 
International Paper eee MO ee 

International Petroleum .......sOG 
Kerr Addison Gold Mines _............_ 4* 
SS 
McColl-Frontenac Oil . ene eee 8 
McIntyre ds ch PELLETS ES 
Moore __. 22, eee 
National Steel Car its ee 
eens Wee eB 
Ogilvie Flour Mills... === tti‘é«~‘ 

i 


Page Hersey Tubes - 
rowel River 


Power Corp. of Canada... so 
go Se 1 eee: | 
Royal Bank. of Canada _......._._...___.. 11 
Russell Industries _..__. oct e Oe 
Shawinigan Water & Power ee: 
Steel Co. of Canada _.._._._._. 11 
8 ee eee eee 3* 


Hiram Walker, ‘Gooderham & Worts 7 


Class “A” STOCKS 








British Columbia Power ___ ‘ seo: 
Ford Motor Co. of Canada _. 7 
Loblaw Groceterias _.. Peete 6 
United Fuel Investments __. 3* 


PREFERRED STOCKS 










Abitibi Power & Paper ss 8 
Aluminum Co. of Canada __.......... 11 


British Columbia Electric saat * 
Canada Cement _........ 3 
Canada Packers after sesaioe tis, 
Canadian Oil Companies eat a 
Dominion Tar & Chemical . 1 
Gatineau Power _.... SS 
Goodyear Tire & Rubber. eee 
Howard Smith Paper Mills _.. _...-_ 3 
Imperial Tobacco 5 
McColl-Frontenac Oil __.........------ 3 
Shawinigan Water & Power ........ 8 
Steel Co. of Canada . 7 
Weston, George __. irr ee ho 3* 


*Addition to previously published list. 
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anada’s Economic Climate 


WHAT WILL BE EFFECTS OF “PEACE” ? 


ONDITIONS have been extraordinarily 
C good in 1952 and so far in 1953. 
It has been even better since we have 
had rising incomes and high employ- 
ment while prices have been falling, an 
unusual combination. 


The results have been extremely favor- 
able in terms of real incomes for a large 
part of the population, In manufacturing 
industries average weekly earnings rose 
7% in 1952, somewhat less than in 195] 
but in 1952 cost of living fell by 4%, 
whereas in 1951 and earlier it had been 
rising sharply. In consequence, real earn- 
ings in the manufacturing industries 
showed a rise of 11% in 1952, greater 
than in the preceding six postwar years 
put together. For the first time in more 
than a decade, the pensioner and others 
on fixed incomes have been getting a 
long overdue break. 


This improvement in real earnings has 
not occured at the expense of any other 
group. There has been comparatively 
little unemployment. Though food has 
been cheaper, the farmer had good crops 
and farm income was fairly well sus- 
tained. We have been getting more im- 
ports for our exports, as import prices 
fell considerably during 1952, while 
Canadian export prices were quite well 
maintained. One additional factor to 
keep the cost of living down has been 
the strong Canadian dollar. 


Some of the important developments 
in the sharp rise in real income are not 
likely to be sustained. We cannot count 
on more than average crops, and it 
would not be surprising if we were to 
have a few below-average. Nor can we 
expect the terms of foreign trade to con- 
tinue to move in our favor; the best we 
can hope for is that they will continue. 


One-Fifth GNP Reinvested 


This improvement in our living stan- 
dards is all the more impressive because 
it has gone hand in hand with a rapid 
tate of economic expansion, and has not 


= 

From address before the Trust Companies’ As- 
Sociation of Ontario, Royal York Hotel, Toronto, 
May 7, 1953. 
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been at the expense of new capital in- 
vestment. Indeed, the proportion of na- 
tional production which Canada is de- 
voting to capital expansion is high by 
comparison with other countries and 
significantly higher than in the United 
States, being in 1952 23% of the na- 
tional production and about the same in 
1953. For five consecutive years more 
than one-fifth of the national production 
has gone into capital expansion. 


We have been building for a bigger 
economy, with increased output of es- 
sential fuels — oil, natural gas and 
electric power — output of minerals and 
forest products and agriculture. The big 
developments like Kitimat and Labrador 
and Alberta oil get so much publicity 
that some of us overlook the very marked 
expansion in forest industries and the 
great productivity increase of agricul- 
ture. Today 15% less farmers are pro- 
ducing 50% more farm products than 
before the war — an achievement hard 
to match in other industries. To empha- 
size, however, we are not only expanding 
our industries but building the base on 
which more industries and a_ bigger 
economy can be developed. We have also 
been adding to the human base of our 
economy by a considerable immigration 
which, though somewhat reduced last 
year, was still over 160,000 persons. 


Raw Materials Assure Future 


My comments about the Canadian out- 
look will be from the near-term, by 
which I mean the next few years, and 
the long-term, by which I mean the next 
twenty years or more. If the United 
States seems to loom large in my com- 
ments, this reflects the fact that the 
United States is the great central power 
in our world as well as our next-door 
neighbor. You should also understand 
that my comments assume no world war. 


First, let us consider the long-term 
outlook. In my view it is strongly in 
Canada’s favor. The world is a consider- 
ably better place in which to sell raw 
materials and foodstuffs than it used to 
be. The world’s population has been 


rising quite rapidly despite the last war. 
Industrialization has been going ahead 
by leaps and bounds all over the world 
and even Europe, where war damage was 
very heavy, has now an industrial out- 
put well in excess of pre-war. The United 
States and Canada have, of course, great- 
ly increased their industrial machines 
and there has been notable expansion in 
Argentina, Australia, India and Pakis- 
-tan. To industrialize these days is a 
symbol of nationalism; in any case in- 
dustry and population show a tendency 
to grow more rapidly than supplies of 
foodstuffs and raw materials and it is 
a fact that living standards in some of 
the heavily populated countries of Asia 
are lower today than before the war. 
Many of the primary producing coun- 
tries have less raw materials to sell, 
partly because they are consuming more 
themselves in their own industries, and 
partly because the emphasis on indus- 
trialization has been so great as to de- 
plete the working force in the primary 
industries. Countries like India have less 
primary products to export and need 
more to consume. Most important of all 
are the growing import requirements of 
the United States, now the world’s larg- 
est importer of industrial materials. 


The United States position as a con- 
sumer of industrial materials has been 
very thoroughly assessed in the Paley 
Report. It indicates that U. S. consump- 
tion of materials, except for food, will 
rise by two-thirds between 1950 and 
1975, further indicates that the United 
States will be dependent on the outside 
world for approximately 20% of these 
increased needs in 1975 as against about 
9% today. If these estimates are correct 
they mean that the United States will 
import almost four times as much in 
the way of raw materials in 1975 as in 


1950. 


To meet these increased American im- 
port requirements, as well as the grow- 
ing demands of the rest of the free 
world, the free world outside of the 
United States will need to double its 
production of zinc, copper, lead, nickel 
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and iron ore and to quadruple its out- 
put of oil and aluminum. Simply to men- 
tion these main commodities is to sug- 
gest the immense potential impact on 
Canada of U. S. import needs, and I 
should also add that the Report antici- 
pates a demand for lumber and pulp 
products which will be difficult to meet 
unless much improved methods of wood 
utilization and forest conservation are 
adopted in the near future. 


More Immigration Desirable 


Our growth since just before the war 
has been a shade greater than that of 
the United States and should continue 
to be more rapid than that of our big 
neighbor. Our record of economic man- 
agement in the last war and our fiscal 
record during the post-war period are 
striking evidence of a growing maturity 
in Canadian policy. I would also empha- 
size that we have the kind of atmosphere 
which offers opportunity and places em- 
phasis on self-reliance and independence. 


In these circumstances we can and 
should have a growing economy; we 
should be able to build a considerably 
bigger country on our industrial base. 
Such a long-term prospect depends, in 
part, on our own policies and actions. 
I have heard public figures suggest that 
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we might, in the not very distant future, 
have a population of 30 or 40 millions 
and some enthusiasts have suggested as 
high as 60 millions. Given time such 
targets are no doubt attainable. Unfor- 
tunately, however, they are not assured. 


As an example of rather woolly think- 
ing, we say that we need many more 
people in this country, yet when it comes 
to immigration we are quite cautious 
and are frequently concerned lest im- 
migrants compete for our jobs. Our im- 
migration policy was tightened up last 
year and | think it fair to say that this 
reflects the temporary unemployment of 
the winter of 1951-52. We are extremely 
sensitive to indications of unemployment, 
so sensitive that there is danger that our 
immigration policies may be unduly re- 
strictive. 

Until the late “fifties we are going to 
be in a period of small additions to our 
working population from natural in- 
crease. The people entering the working 
force today and for quite a few years 
to come were born in the "thirties when 
birth rates were low. In five or six years 
we shall begin to see in the working 
force the high birth rates of the forties. 
I am not suggesting that we should let 
in anybody who wants to come to our 
country but we can be so cautious that 
it could slow the growth of our economy. 


Inflation and Dollar Problem 
Unsolved 


I doubt if we yet have inflation licked, 
although, for the time being, the threat 
has passed. Perhaps we shall not be trou- 
bled for several years to come, but that 
does not mean it can be forgotten be- 
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cause our society has a tendency toward 
inflation. The organization of producer 
groups in western countries — business 
men, labor unions, farmers — has ad. 
vanced greatly in recent years and the 
political pressure of these groups as 
such is almost inevitably toward infla- 
tionary policies. | observed how sensi- 
tive we were to the first signs of unem- 
ployment. We are apt to respond rapidly 
to the threat of recession by recourse to 
policies of monetary expansion. In this 
way, we are likely to lay the groundwork 
for more inflation later, so it is prema- 
ture to hail the disappearance of infla- 
tion. 


There is one other qualification about 
the state of international trade. The 
world dollar problem is not yet solved. 
The reconstruction of Europe’s physical 
economy has been pretty well done with 
the aid of the United States and also this 
country. A number of foreign countries 
are also making real progress in over- 
coming inflation and in pursuing sound 
economic policies. Some progress has 
also been made in reducing the United 
States customs barriers, another essential 
part of solving the dollar problem. The 
slogan of “Trade Not Aid” does not ap- 
pear to have struck a responsive chord 
in the U. S. Congress and if American 
economic policy should become defensive 
rather than outward-looking the results 
would, of course, be unfortunate for the 
whole world. It would tend to restrict 
some types of Canadian sales to the 
United States and would have a weaken- 
ing and disturbing effect on economic 
conditions in the sterling area and 
Europe. 
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Even if the dollar problem is gradual- 
ly overcome we cannot expect to regain 
readily some of our lost overseas mar- 
kets. Japan and Germany are now back 
as major exporters and the competition 
from them as well as Britain and Bel- 
gium will be increasingly keen. What- 
ever happens it is almost a certainty that 
the United States will remain Canada’s 
largest market, perhaps taking as much 
as two-thirds of total exports.. For those 
who draw gloomy conclusions about our 
national future from this dependence on 
the United States market, we should re- 
member that the United States is also 
becoming more dependent on us and 
that we have some bargaining power; 
we have more today then we had 20 
years ago. 


Near-Term Recession? 


Over the near-term, we may be head- 
ing for readjustment. Business has been 
extremely favorable but it is also a fact 
that prices have been falling and that 
the trend still appears downward. There 
are signs of difficulty in the international 
trading picture. I do not suggest that a 
sump is upon us for it is perfectly ob- 
vious that a huge program of economic 
expansion is still going forward in this 
country. I do think that we should do 
well to follow the economic position in 
the United States closely where there 
are some danger signals. 


Just prior to the Korean outbreak most 
economists and many business men held 
that some downward movement in busi- 
ness was likely in the next year or so, 
because the war-created backlogs of 
consumer and industrial demand had 


been pretty well filled. Faced with the 
possibility of war and remembering 
the shortages of the past conflict, indi- 
viduals hastened to buy new automo- 
biles and household appliances, business 
men hastened to get ahead with plans for 
modernization and expansion which 
might otherwise have been spread over 
several years, and also to build up their 
stocks. 


The Korean war was followed by a 
most impressive two year display of the 
productive power of the North American 
economy. The demands of consumers, 
business and defense were all fairly well 
met. Automobile production is very 
sharply up this year and thus far de- 
mand has fairly well kept pace, though 
with the aid of a very substantial in- 
crease in consumer credit. There is a 
question as to whether the demand will 
justify the current level of output. There 
is also some question as to how long 
private investment expenditures in the 
United States will be sustained at the 
current very high level and there are 
many who believe that there may well 
be a decline next year. It also seems evi- 
dent on the basis of present plans that 
defense expenditures are now at their 
peak and will, if anything, decline slight- 
ly in future. 


There is nothing in this picture that 
suggests any sharp decline in demand 
or is in itself a serious cause for con- 
cern. At the same time, in contrast with 
most years since the end of thewar, there 
is little prospect of expansion in any of 
the major avenues of expenditure and 
there are a number in which declines 
could occur. So I would conclude that 
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the possibility of a recession cannot be 
disregarded. U. S. business may con- 
tinue to be very active but there could 
easily be a downward movement in the 
next twelve months. And if business in 
the United States were to turn down it 
would certainly have a very important 
influence on this country. 


Let me conclude by saying that there 
is no reason to view the possibility of a 
readjustment or recession with alarm. 
Readjustments are in the nature of eco- 
nomic growth and we should not adopt 
an attitude of unrestrained pessimism 
at the first signs of a downward move- 
ment in business. And if the immediate 
reason for a reaction turned out to be 
an improvement in the international 
atmosphere, there would be even less 
cause for concern, for such an improve- 
ment could usher in a period of ex- 
pansion in world trade which would 
profoundly alter for the better the under- 
lying economic climate. The term “peace 
scare” is, I think, self-contradictory for 
peace is the best thing that could happen 
even if its immediate impact were un- 
settling. As yet, however, we have to 
find out whether the prospects have real- 
ly improved and our experience suggests 
that we should be ill-advised to jump to 
conclusions. 
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()PPORTUNITIES FOR TRUST COMPANIES 


in Public Relations and New Business 


O. E. MANNING 


Public Relations and New Business Manager, Canada Permanent Trust Company, Toronto 


| Laie RELATIONS is a new field 
only in the sense that in recent 
years it has become organized as a 
necessary part of successful manage- 
ment. When Cleopatra welcomed Mark 
Antony in regal splendor on the banks 
of the Nile, she was practising Public 
Relations. When your receptionist and 
telephone operator is pleasant and help- 
ful—or your officers give their time and 
talent to the promotion of hospital cam- 
paigns —- that’s good Public Relations. 
This is what Public Relations should do: 


Increase good will and develop 
public understanding. 


Build wider acceptance of ser- 
vices. 


Promote good employee relations. 


Create broader understanding of 
management. 


Develop confidence to facilitate 
any new financing. 


Like charity — Public Relations 
starts at home, with the President, Di- 
rectors, Management, and right through 
to the Junior Clerks. It is from the top 
where basic policies are established, 
that inspiration and enthusiasm must 
radiate to the staff and to the public. 


Owen D. Young, when he was Chair- 
man of the Board of the General Elec- 
tric, addressed the employees as fol- 
lows: “Everyone has mornings when he 
hates to hear the telephone ring, or see 
the office door open. I beg of you gentle- 
men, when next you meet such a morn- 
ing, take some dynamite and blow up 
one of our plants but do not take it out 
on General Electric customers. We can 
replace the plant you have destroyed; 
we know its value; we have a reserve 
from which we can rebuild — but we 
can not measure the good will you have 
destroyed and we can never know if we 
have replaced it.” 


When a company is small. the offi- 
cers and staff know one another and 


From address at Trust Forum following 21st 
Annual Meeting of Trust Companies Association 
of Ontario, May 7, 1953. 
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the customers personally. But, as a busi- 
ness grows the need grows for an 
organized Public Relations program, 
and a consistent evaluation of public 
opinion and understanding. 


Our Trust Companies Association in 
1945 arranged a survey of public opin- 
ion which covered 16 cities and towns 
in Ontario. It showed that most people 
have no contact with and little under- 
standing of trust companies. Some of 
the criticisms were unfriendly — Too 
much red tape; Too much compensa- 
tion; Top heavy in legal talent; Not 
enough sales ability; Did not seem to 
try to make a market for businesses. 
There appeared to be a critical period 
in the administration of estates, when 
a misunderstanding by beneficiaries 
sometimes led to very bad advertising 
“sr the trust company. 


In this connection. the General 
“fanager of one of our member com- 
vanies recently said “We have just lost 
a valuable appointment on a Will be- 
cause a Trust Officer did not take the 
time to keep the beneficiaries properly 
informed about the difficulties he was 
having in the administration.” He did 
an excellent job on administration, but 
was poor on Public Relations. 


Publicity 


An advertisement is a prepared mes- 
sage presented and paid for by its spon- 
sor, but publicity is information which 
is accepted as news, and as news it 
can not be purchased. It is the finest 
form of advertising providing, of course, 
that the information is favorable. It 
emphasizes the need for good press rela- 
tions since such relations, good or bad, 
are reflected in what appears as news. 


We in the trust business should not 
find it difficult to discover good news 
stories in our operations. Some sources 
for good stories are: 


Anniversaries of your company 
Anniversaries of senior officers 


Employees with long service records 


Community projects 


Important speeches by company off- 
cers 


Employee welfare activities 


News of estates of prominent men (it 
is wise to prepare essential facts, 
otherwise news may be distorted. 
The newspaper will get it anyway). 


Interesting case histories. (For ex- 
ample, one trust company has run 
a circus, another operated a news- 
paper and radio station; another 
held an annual picnic for children. 
This is news and the editors like 
to have it.) 


Nothing is so stale as old news. Pick 
up yesterday's newspaper and see how 
uninteresting it is. Give the editor news 
while it is fresh. It should be pointed. 
factual, well written and easy to read. 
Be sure of your facts. Remember that 
the editor is a busy man so he may 
not want to spend much time on your 
story. It is advisable to give the story 
to all newspapers at the same time. 
It does not pay to play favorites. Al- 
ways give an original copy to each 
editor. A newspaper man receiving a 
carbon copy concludes that a compet- 
ing newspaper received the original 
and as a result may lose all interest in 
your story. Be helpful about bad news. 
Being uncooperative will not keep news 
out of the paper. Being cooperative and 
honest with the reporter will gain his 
confidence. The reporter is bound to 
feel more sympathic to a good news 
source which he feels he can trust than 
to a clam. 


Correspondence 


Good Public Relations cannot func- 
tion without care and attention to cor- 
respondence. Letters properly written 
can be almost as personal as a face to 
face talk. Good letter writing takes time 
and care. Be yourself, be friendly and 
human. An interesting letter is a good 
indication of an interesting writer — 
someone you would like to know. It 
should be written with the point of 
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yiew of the recipient, and with court- 
ey and tact. If something unpleasant 
must be said, such as refusing an appli- 
cation for a loan, it should be conveyed 
as pleasantly as possible. 







It is good business to have your name 
typewritten underneath your signature 
in order that there may be no mistake 
as to who wrote the letter. Letters which 
say “dictated by but not read,” or which 
have a proxy signature are bad for your 
Public Relations. The thrill of receiv- 
ing a friendly note dies with the real- 
ization that the writer never saw the 
letter. 












The Bell Telephone Co. will test your 
voice for the telephone, which ranks 
equally with correspondence in im- 
portance, and will make available films 
for use in your organization. 










New Business Opportunities 






In the last 5 years the total new 
capital investment in Canada is esti- 
mated at about 24 Billion Dollars, of 
which 38% was in Ontario and 23% 
in Quebec. In Quebec 626 new manu- 
facturing plants have been started since 
the war, and 504 in Ontario. The south- 
en area of Ontario, bounded by Lake 
Ontario, Lake Erie and a line from 
Qshawa through Barrie to Sarnia, is 
estimated to contain 70% of Ontario’s 
production and 35% of that of all 
Canada. 















Are we taking advantage of the new 
business opportunities which this de- 
velopment affords? . . . Have we made 
it easy to purchase Guaranteed Invest- 
ment Certificates? Many young couples 
with the high cost of everything are 
unable to invest $1,000, or $100 — but 
they can invest $10 or $15 a month, 
with an objective in mind of, say, $1,000 
in 5 or 10 years. Other agencies are 
making a great success of the monthly 
investment plan. Why not trust com- 
panies ? 
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Are we encouraging the Living Trust 
and Custodian Accounts? Many elderly 
people and others in this country do 
not know about the convenience and 
freedom from investment worries which 
the Living Trust provides. Satisfaction 
here leads to new estate and trust busi- 
ness. Are you co-operating with life 
insurance men, accountants and lawyers? 


Surely there is nothing unethical — 
nor uncomplimentary to a person in 
letting him know — through advertis- 
ing, direct mail and personal solicita- 
tion, you would like to do business with 
him. Perhaps the most valuable service 
a trust company can render a client 
comes before he dies. 


To approach non-customers for new 
business, overlooking your own share- 
holders and present customers is like 
a farmer always breaking new land 
without enriching the land which is 
already producing. The following letter, 
signed by the Chairman of the Board, 
was received by a Toronto resident after 
selling his few shares of stock in the 


Standard Oil Co. 


“We regret you are no longer a 
shareholder. We hope you found your 
association with the Company agreeable 
and will continue with us as a friend 
and customer. If some day you see fit 
to return as a shareholder, you will be 
most welcome.” 


Finance Forums for Women 


One of the most recent developments 
in Public Relations programs by banks 
and trust companies in the United 
States is the women’s finance forum. 
The importance of women in this day 
and age may be obtained from a recent 
Pennsylvania Bankers Association sur- 
vey. Women own 50% of the stock of 
large corporations, inherit 65% of es- 
tates left by other women, 70% of es- 
tates left by men. They are beneficiaries 
of 80% of all life insurance and have 


















60% of the savings accounts in their 
own names. 


Subjects commonly discussed at a 
Women’s Finance Forum are: Women 
and money; Investments; Life insurance 
annuities; Wills, trusts and taxes. The 
talks average 45 minutes each and at 
least 30 minutes are devoted to a ques- 
tion and answer period. Questions asked 
show that women are seriously inter- 
ested in financial matters, wills, trusts 
and estates. Finance Forums have re- 
sulted in a substantial amount of new 
business. 


With the growth and development of 
Canada there are many new business 
opportunities for our trust companies. 
Whether or not the public will know 
of the advantages we have to offer will 
depend on public understanding and 
appreciation of our services. Have we 
a public relations program to take ad- 
vantage of the opportunities ahead? 
This is our challenge. 


A A A 


THE PENNSYLVANIA BANKERS ASSOCIA- 
TION has just published “PBA Report of 
Activities,” which outlines the activities 
and accomplishments of the Association 
during the fiscal year 1952-1953. 
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What Common Law Residents Should Know About 





ESTATE ADMINISTRATION IN QUEBEC 


KELLOCK HEMING 


Inspector, Head Office, The Royal Trust Company, Montreal 


T IS NATURAL in considering the broad 
essen of estate administration to 
think of it as a process which starts on 
the property-owner’s death and to over- 
look the fact that the problems facing 
the executor had their origin when the 
testator started to accumulate assets. In 
Quebec the problems of estate admini- 
stration have their origin even further 
back as the circumstances surrounding 
marriage have a very definite bearing 
on the ultimate disposal of the estate. 
This being the case, I propose to deal 
with the subject in three phases by fol- 
lowing a Quebec resident and his pos- 
sessions through the following events:— 

1. Marriage. 

2. Making arrangements in his life- 

time for ultimate disposal of his 
estate. 


3. Administration of the estate on 
his death. 


I Marriage—Community Property 
and Contracts 


The provisions of the Code regard- 
ing marital rights affect all marriages 
where the intending husband was born 
in Quebec and has not formally aban- 
doned this domicile of origin and all 
other marriages where the intending 
husband, although born elsewhere, has 
become domiciled in Quebec. The act of 
marriage fixes the property rights of 
husband and wife from that moment for 
the duration of the marriage and un- 
less, before the marriage takes place, 
the couple sign a Contract of Marriage 
in the prescribed form stipulating that 
they wish to be separate as to property, 
they will inevitably be in community of 
property for the rest of their married 
life. This fact makes it necessary for 
those administering estates in other jur- 
isdictions to look closely into the marital 
status of decedents formerly domiciled 
in Quebec. 

Where the consorts are common as to 
property the community comprises all 
the assets of the husband and wife (with 
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some exceptions) less the debts of the 
community. During the husband’s life- 
time he has the sole right to administer 
the community. When one of the con- 
sorts dies the estate of this deceased 
would ordinarily consist of one-half of 
the net community, plus any of his or 


her assets which were excluded from, 


community, less any personal debts 
which did not qualify as debts of the 
community. 


Many men who were married while 
domiciled in Quebec without having a 
Marriage Contract (perhaps because 
their main asset at the time was hope) 
do not realize that their subsequently 
earned wealth represents a community 
asset. A number of years ago a wealthy 
Quebec industrialist was surprised to 
learn, on his wife’s death, that they 
were in community of property. His sur- 
prise was nothing to the shock he suf- 
fered when he found that he, as sole 
beneficiary under his wife’s will, would 
have to pay a large amount of Succes- 
sion Duty to recover half of his fortune 
from her estate! While, under Section 
28 of the Quebec Succession Duty Act, 
the duty payable on this inheritance 
would not have been reduced by his re- 
nouncing it and allowing it to pass to 
the children, he could by this means 
have saved the inheritance from suffer- 
ing duty again on his own death after 
five years. 


Marriage Contracts must (except in 
special circumstances) be in Notarial 
form,* and to be valid must be signed 


*The fact that the title “Notary” or “Notary 
Public” is used in the Common Law Provinces to 
denote an officer qualified to take oaths, is inclined 
to make people think that a Notary in Quebec has 
the same limited powers. This is not correct. In 
Quebec, being a Notary is a full time, jealously 
guarded profession requiring as much preliminary 
training and apprenticeship as the profession of 
barrister. The Quebec Notary is primarily con- 
cerned with the preparation and recording of 
deeds, wills and documents of all types, and to 
some degree he acts as a representative of the 
Courts. A deed, for example, is signed in his pres- 
ence by all the parties. The original is then given 
a serial number in the Notary’s official records 
and this document plus any accompanying Powers 
of Attorney is deposited in these records as a 
permanent part to them. The Notary then issues 
“Notarial” or ‘‘Authentic” copies over his signa- 
ture and seal, which have the same force as orig- 
inal documents. 


before the marriage takes place. These 
contracts usually (but not necessarily) 
stipulate that the consorts wish to be 
separate as to property and establish 
which of them is to be considered as the 
owner of furniture, etc. It is common 
practice for the intending husband to 
undertake in the contract to make a gift 
of a sum of money to his wife with the 
stipulation that if it is not paid in his 
lifetime it is to be settled from his estate. 
These gifts are often for amounts con- 
siderably larger than the husband’s 
means at the time of marriage and in 
most cases are not paid in his lifetime. 
On the husband’s death the wife ordin- 
arily has an enforceable claim against 
his estate for any amount still owing on 
the gift. For Succession Duty purposes, 
however, such an item is disallowed as 
a debt of the estate and is treated as an 
additional bequest to the wife. 


II Lifetime Arrangements—Three 


Forms of Wills 


Three forms of will and codicil are 
valid in Quebec: 


Notarial or Authentic Form 
English Form 
Holograph Form. 


A will or codicil drawn in Notarial or 
Authentic form must be prepared by a 
Quebec Notary and given an index num- 
ber in the Notary’s records. Instead of 
being witnessed by the Notary alone they 
must be witnessed by two Notaries or 
one Notary and two independent wit- 
nesses. The opening clauses of a No- 
tarial Will or Codicil recite the names 
and professions of the Notaries and wit- 
nesses concerned, and this recital is fol- 
lowed by a statement which indicates 
that the Notary or Notaries are satis- 
fied that the testator is fully competent 
to make the disposition. 


Quebec Law does not provide any ma- 
chinery for probating Notarial wills or 
codicils. The reasoning used is presum- 
ably that as the Notary was satisfied with 
the testator’s competence the document 
was, in effect, proved at the time it was 
signed and requires no further proof to 
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establish its validity. Provided the ex- 
scutor appointed under a Notarial will 
is satisfied that this is the last will, he 
can take over his duties and responsibili- 
ties immediately upon the testator’s 
death, without any authorization from 
the Court or anyone else. 


Where a testator who leaves a No- 
arial will has assets outside the Province 
of Quebec it is sometimes difficult to 
convince authorities in these other juris- 
lictions that no probate can be pro- 
juced. As there is no grant of probate 
io reseal, it is necessary, where a Court 
gant is required in another jurisdic- 
ion, to apply for an original grant 
here. 


English form wills and codicils must 
be witnessed by two competent and dis- 
interested witnesses who are not hus- 
band and wife. If the testator owns real 
state outside of Quebec his wisest 
wurse is to make his will in English 
form so as to ensure that it will be ac- 
cepted as a valid disposition in the juris- 
diction where the property is situated. 


Hologreph wills or codicils must be 
¢ntirely in the testator’s handwriting and 
are not required to follow any particular 
form nor do they need to be witnessed. 
They should however be dated. The fact 
that any scrap of paper in the testator’s 
handwriting may, on closer examination, 
prove to be a will or codicil, makes it 
doubly important in Quebec to make 
ure that nothing is overlooked which 
las a testamentary effect and should be 
probated. 


Wills and codicils in English or holo- 
graph form require probate. In Quebec 
the procedure for probate or proving a 
will is exactly what the word implies, as 
probate certificates issued by the Que- 
bee Courts merely state that the will or 
codicil has been proved without stating 
0 whom probate has been granted. It 
is quite common practice for a testator 


to add an English form or holograph 
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codicil to a Notarial will. In this event 
only the codicil would require probate 
and it would obviously not be logical to 
stipulate in the probate certificate the 
name of the executor when that name 
would not necessarily appear in the 
document submitted for probate. The 
fact that probate certificates in Quebec 
do not name the executors sometimes 
leads to difficulty in resealing the Quebec 
probate elsewhere, particularly in Eng- 
land, and it is usually necessary in Eng- 
land to apply for ancillary administra- 
tion. 


There is no necessity to delay apply- 
ing for probate until Provincial Suc- 
cession Duty returns are filed. 


The draftsman in Quebec has a num- 
ber of points to cover in wills which his 
colleague elsewhere can in some cases 
ignore. Included are the following:— 


It is wise to set out in the will a 
statement as to whether the testator 
and his wife are separate as to prop- 
erty or in community of property. If 
the former, the date of the Marriage 
Contract and the Notary’s name 
should be stated. 


A husband should also state in his 
will whether the benefits he bequeaths 
to his wife are in lieu of benefits to 
which she is entitled under Marriage 
Contract or otherwise, or alternative- 
ly, whether the benefits under the 
will are intended to be in addition 
to other benefits. 


As it is not common practice in 
Quebec to register real estate in the 
joint names of husband and wife with 
rights of survivorship, the question of 
disposal of real properties should be 
specifically covered in the registered 
owner’s will. 


The Quebec testator should consider 
whether he wishes to provide that 
benefits bequeathed to a beneficiary 
shall not fall into any community of 
property existing between the benefi- 
ciary and his or her consort. 


Signing a will is one of the few legal 
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steps a woman can take in Quebec with- 
out first obtaining her husband’s author- 
ization. 


III Administration of Estate— 
Devolution and Taxation 


Intestate estates in Quebec vest di- 
rectly and automatically in the legal 
heirs of the deceased and the tasks of 
administering and distributing an inte- 
state estate amongst the heirs normally 
fall on their shoulders alone. It follows 
that in the normal course trust compa- 
nies only come into the picture in inte- 
state estates if the heirs wish to ap- 
point a company as agent to attend to 
the administration on their behalf. 
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The rules governing the devolution of 
intestate estates follow the same general 
plan as those of Ontario except that in 
most circumstanices the surviving con- 
sort receives a less generous share un- 
der Quebec law than under Ontario law. 
Where a person who was in commun- 
ity of property dies intestate leaving a 
surviving consort and issue or other 
relatives entitled to share, the surviving 
consort can take, in addition to one-half 
of the community assets, any life insur- 
ance payable to him or her personally. 
This survivor cannot, however, also 
share as an intestate heir. If, on the 
other hand the survivor renounces com- 
munity rights and any personal life in- 
surance benefits, the entire community 
and these life insurance benefits devolve 
as assets of the deceased’s estate and the 
survivor is entitled to share in this aug- 
mented estate as an intestate heir. 


If the arrangements for disposal of 
an estate involve partitioning a com- 
munity, this community is administered 
jointly by the survivor and the execu- 
tors of the deceased until such time as 
they can arrange to partition it between 
them. 


The Quebec Succession Duty Act 
which came into force in June, 1892 — 
one week before the Ontario Succession 
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Duty Act — is designed on more modern 
lines than the Civil Code and in many 
respects is similar to the Ontario and 
Dominion Acts. Perhaps one of the most 
unusual features of the Quebec Act is 
the way in which it deals with the cal- 
culation and payment of Succession 
Duty on life interests. No attempt is 
made to arrive at the commuted value of 
a life interest, or “usufruct” as it is 
called in Quebec. Duty is assessed as if 
the capital value of the asset producing 
the income passed in outright ownership 
to the beneficiary of the income. Where 
duty is assessed in this manner on a 
life interest it may be paid from the 
capital. Where the testator has omitted 
to include a Succession Duty clause in 
his will this provision of the Act re- 
lieves the executor from recovering any 
Provincial duty from the life tenant but 
it does not solve the problem in regard 
to Dominion Duty. 


The Quebec Succession Duty Act ex- 
empts, from aggregation and duty, out- 
right gifts to a donee made by the 
donor more than five years before death 
and in which he retained no control or 
interest. Unfortunately, however, this ex- 
emption does not apply where the gift 
was made in trust. Trust companies in 
our Province would all like very much to 
see this discriminatory condition re- 


pealed. 


Fees and Accounting 


Individuals acting as executor or co- 
executor in Quebec are not entitled to 
charge executors’ fees unless the will or 
governing document specifically author- 
izes them to do so. Our company is, 
however, permitted by its Charter in 
Quebec to charge fees for executorship 
service and I presume the right of other 
trust companies in Quebec to charge fees 
for this and allied services is governed 
by a similar arrangement. 


There is no machinery in the Quebec 
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Courts for passing of estate or trustee. 
ship accounts or obtaining Court ap. 
proval of fees charged. In fact there is 
no official tariff or guide to executor. J 
ship or trusteeship fees, the rates and / 
amounts to be charged by the corporate | 
executor or trustee being agreed in each | 
individual estate by negotiation between 
the executors and the beneficiaries to 
whom they render their accounting. The | 
lack of these facilities in Quebec might 
give the impression that our system, op- 
erating without Court control, could be 
liable to considerable abuse. In prac- 
tice, however, it works very well and we 
find it is nearly always possible to ar- 
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rive, by negotiation, at fees which are "°° 
fair to both sides. The natural laws of § !@* 
free enterprise apply and any trust com- lems 
pany which consistently overcharged for The 
its services would suffer the inevitable § 
fate of merchants who price themselves 
out of the market. rs 
wt 
A A A > 
Canadian Housing Starts Up : 
Home building was on the upswing hi 
in Canada in the first quarter of this be 
year, with both starts and completions m 
of new dwelling units up sharply over 4 
last year in each of the three months. 7 
In all, 11,930 new units were started TI 
in the quarter, an increase of 4,662 or defir 
64 per cent over the 7,268 starts made § ‘5°! 
in the first three months of 1952, while Valu 
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the number of units completed climbed 
by 5,326 or 41 per cent to 18,392 from the 


13,066. Valu 
At the end of March there were 49.- the 
232 units under construction, 32 per § ™@" 
cent more than the 37,259 under con- and 
struction on the same date last year. fair 
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QuEBEC AND OnTARIo both increased ia 
21% in population during the decade § ,,,. 
1942-1951, which is roughly the rate of § 1). 
gain for the Dominion according to 2 § ay! 
recent issue of Business Review, pub- § pyls 
lished by Bank of Montreal. C 
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VALUATION 











ALUATION OF INTERESTS in incorpo- 
‘p~ and unincorporated _ busi- 
nesses for Succession Duty and Gift 
Tax purposes is one of the major prob- 
lems that confronts the estate planner. 
The same problem must be met by the 
executors of a deceased shareholder. 






Until comparatively recently Mr. Alli- 
son was with the Valuation Unit of the 
Succession Duties Branch in Ottawa, and 
therefore, writes with some degree of 
certainty about the official approach of 
the Dominion authorities. It has been 
his experience that the Ontario and Que- 
bec authorities adopt basically the same 
methods as the Dominion. This paper 
was originally presented at a meeting of 
the Toronto Life Insurance Trust Council. 













The Dominion Succession Duty Act 
defines the basis of valuation for Suc- 
cession Duty purposes as ‘Fair Market 
Value’ at date of death. The Ontario 
Succession Duty Act formerly defined 
the basis of valuation as ‘Fair Market 
Value’ as well, but it now contains only 
the word ‘Value’. It has been said by 
many authorities that the words ‘fair’ 
and ‘market’ add nothing to the term 
fair market value’, the dominant word 
being ‘value’. A valuator’s definition of 
‘Fair Market Value’, or ‘Value’, is the 
price which would be agreed on be- 
tween a willing buyer and a willing 
seller acting at arm’s length in an open 
market, neither being under any com- 
pulsion to buy or sell. 




























Generally speaking, the Succession 
Duty authorities look at four chief 
items, either individually or in com- 
bination, in placing a value on shares 
of privately owned companies. These 
are the following: 

(a) Book Value. 

(b) Adjusted or Revised Book Value. 

(c) Earnings Value. 

(d) Dividends Value. 














Book Value — Simple or Adjusted 


Book value means the net value per 
thare as shown by the records, or more 
particularly, the financial statements of 
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the company. Financial statement fig- 
ures rarely reflect the true or actual 
value of the assets owned by a com- 
pany. That is why book value is very 
seldom of any importance in the eyes 
of the authorities. 


Much greater emphasis is placed on 
adjusted or revised book value. Such 
value is always based on financial state- 
ments as close as possible to the date 
of valuation concerned. As a matter of 
fact, in many cases the authorities will 
request that they be supplied with finan- 
cial statements as at the particular date 
involved. The method used in arriving 
at adjusted or revised book value is as 
follows:—Each asset shown on the bal- 
ance sheet is looked at separately and 
an attempt is made to arrive at an esti- 
mate of the amount the asset would 
realize if the company was wound up 
or liquidated. Very often the authorities 
will request that they be supplied with 
appraisals of fixed assets, particularly 
any real estate held. Book value is then 
adjusted by the estimated profits or 
losses and the resultant revised figure is 


said to represent value for Succession 


Duty purposes. 


The adjusted or revised book value 
should only apply when a controlling 
interest is involved. Obviously a minor- 
ity shareholder has no way of realizing 
such value. If the authorities are using 
this method, then the question arises as 
to what arguments can be used to en- 
sure that a fair valuation results. Gen- 
erally speaking, requests for discounts 
on accounts receivable and inventories 
will be recognized because these assets 
will seldom realize balance sheet value 
on liquidation. The size of the discounts 
will depend on the circumstances in 
each particular case. The authorities 
will listen to all reasonable arguments, 
but they will not go out and look for 
them. If possible, valuation of fixed 
assets should be supported by appraisals. 


Earnings Valuation 


The basis most frequently adopted is 
an earnings valuation, Certainly, this is 
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so in the case of manufacturing com- 
panies or other ‘going concern’ types of 
business of a like nature. By ‘earnings 
valuation’ I mean the value arrived at 
by the application of a capitalization 
rate or times-earnings figure to the 
earnings of the company. In calculating 
this value it is necessary to determine 
two things. Firstly, it is necessary to 
arrive at a fair capitalization rate. Sec- 
ondly, the valuator must establish the 
normal earning capacity of the com- 


pany. 


A capitalization rate is determined by 
the ratio of net earnings per share to 
market price per share of any given 
stock. For example, the indicated capi- 
talization rate with earnings of $8.00 
per share and a market price of $100.00 
is 8% or 121% times. Generally speak- 
ing, when dealing with the valuation of 
shares of a private company, the Suc- 
cession Duty authorities attempt to find 
a company or several companies whose 
shares are listed and publicly traded, 
and which are engaged in the same 
type of business as the private company 
under consideration. A comparison of 
the earnings to market price of the com- 
panies chosen will indicate a capitaliza- 
tion rate or times-earnings figure which 
might be considered to be representative 
of the industry concerned. The rate so 
arrived at is usually shaded in the tax- 
payer’s favor to the extent of one to 
two and one-half points to recognize the 
fact that private companies are usually 
much smaller, and therefore subject to 
a higher degree of risk. In arriving at 
the capitalization rates on listed com- 
panies the authorities not only consider 
the rate calculated on the basis of one 
year’s earnings, but also take into 
account the rate indicated on the basis 
of the average for five or ten years’ 
earnings. 


When it is impossible to find a listed 
company engaged in the same type of 
business as the pivate company being 
dealt with, the basis is generally as 
follows:—The capitalization rate used 
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is the average rate indicated by a broad 
range of companies engaged in all types 
of industry, both high-risk and low-risk. 
Such rates must of course be adjusted 
to fit any special factors involved in the 
valuation. 


Generally speaking, the investor in 
today’s market is putting a compara- 
tively low value on earnings. Many 
stocks of well established industrial 
companies are selling at three or four 
times current earnings or at capitaliza- 
tion rates of 3314% and 25%. You 
may find many authors of valuation 
texts speaking of rates of eight and ten 
times earnings as being fair. In my 
opinion the present market conditions 
are such that it would be more appro- 
priate now to speak of rates of 1244% 
to 15% as being fair. Occasionally a 
rate as high as 20% or 25% may be 
justified. 


Normal Earning Capacity 


Establishing the normal earning ca- 
pacity of the company is perhaps the 
most important part of the earnings 
valuation. While it is the prospect of 
future earnings which attracts most in- 
vestors, unfortunately man has not yet 
devised a means of reading the future. 
The valuator must make the attempt by 
using every fact at his disposal. Fore- 
most among these is the past earnings 
history of the company. Formerly the 
Succession Duty authorities very often 
used average earnings over the ten years 
prior to date of valuation. However, in 
recent years they have shown resistance 
to the use of any period longer than 
five years. Special situations may dic- 
tate the use of a ten or even a fifteen 
year period. In such cases it will be up 
to the taxpayer’s representatives to es- 
tablish that such period is more repre- 
sentative of the normal earning capacity 
of the company. 


Many valuators are prone to make 


a serious mistake: the slavish use of 
financial statement profit and loss fig- 
ures, I cannot emphasize too strongly 
the danger of arriving at a completely 
wrong answer with such an approach. 
The profit and loss figures as shown by 
the financial statements should only be 
the starting point. The valuator should 
look behind the figures and eliminate 
any unusual items of profit or loss. 
Items most commonly requiring elimi- 
nation are capital profits or losses. It 
may be found that salaries being paid 
to shareholder officers are either too 
high or too low, necessitating an ad- 
justment to fair and reasonable figures. 
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These two items illustrate the import- 
ance of looking behind the financial 
statement profit and loss figures. 


Average earnings means, of course, 
net earnings after provision for corpo- 
ration income taxes. This brings up a 
point which is very often overlooked 
and which at the moment operates to 
the advantage of the taxpayer. When 
World War II ended, the high wartime 
rates of tax were substantially reduced. 
Recently, however, we have seen a re- 
versal of the downward trend so that 
corporation taxes are higher now than 
they have been at any time in the past 
five years. How can this factor be 
taken into account? In my opinion the 
best method is to ignore any provision 
for corporate income tax in the analysis 
of past earnings and arrive at net earn- 
ings before taxes. Having established 
this figure, then deduct taxes at current 
rates, thus arriving at a more realistic 
figure for net earnings after taxes. 


Dividend Basis 

In dealing with the valuation of a 
true minority interest in a private com- 
pany, dividends are probably the most 
important factor. The procedure here 
is much the same as in the earnings 
valuation. A spread is made of the 
dividends paid over a_ representative 
period in order to arrive at estimated 
normal dividends. The authorities will 
probably resist any attempt to use a 
period longer than five years. The aver- 
age dividend is then capitalized at a 
rate established by comparison of the 
yields on shares of listed companies in 
the same type of business. The yield 


‘rates indicated by listed stocks should 


then be shaded upwards when applied 


to shares of unlisted companies. 


I would not like to give the impres- 
sion that if no dividends are being paid 
a minority interest has no value. The 
Succession Duty authorities certainly 
will not recognize this claim. If no 
dividends have been paid and there is 
no likelihood of payment in the future, 
either a book value or earnings value 
basis of valuation must be resorted to. 
Naturally, some recognition must be 
given to the fact that a minority inter- 
est is involved. This is usually granted 
either by increasing the capitalization 
rates or by a straight percentage dis- 
count. I would suggest that the former 
method be used since I have found tax- 
ation authorities generally throw up 
their hands in horror at the suggestion 
of a straight percentage discount. In- 
creasing the capitalization rate is what 


might be called a slightly more subtle 
way of arriving at the same answer. 


Subsidiary Factors 


In addition to the four main factors 
mentioned, there are others which are 
also important: 


1. In preparing statistics on the 
shares of listed companies it is possible 
to make comparisons of market values 
to net current asset values, to inven- 
tories, to book values, etc. These com- 
parisons can be used as further guides 
in valuing private companies. However, 
I should warn against confounding the 
whole issue with too many statistics, 
Statistics can be perverted to almost 
any end and the Succession Duty author- 
ities will not be impressed with a maze 
of figures which have no _ particular 
bearing on the problem and which are 
not backed up by fact. 


2. The authorities will take the stand 
that a minority interest in a family 
company, i.e., one in which control rests 
with members of one family, should be 
valued on a majority interest basis. | 
am not prepared to say whether or not 
this argument is sound. Of course. 
human nature being what it is, many 
families either politely agree to disagree, 
or are plainly ‘a-feudin’ and a-fightin’.” 
In such cases the minority interest argu- 
ment will be recognized provided such 
facts are brought to the attention of the 
valuation officials. 


3. General economic conditions 
throughout the country and conditions 
affecting the particular industry are also 
important. Innumerable financial jour- 
nals, publications, etc., are available on 
this subject. 


Other Securities 


Preferred shares, bonds or notes usu- 
ally present less trouble. Preferred 
shares are valued by reference to the 
following factors :— 


Equity behind the shares. 
Dividends paid over past years. 


Number of times dividend require- 
ments have been earned. 


Whether dividend 
or non-cumulative. 


is cumulative 


Whether they carry any voting 
rights. 

In many cases the letters patent or 
by-laws of the company contain special 
conditions relating to the preference 
shares. The Succession Duty authorities 
will require information on such spe- 
cial conditions. 


Bonds, notes and debentures are usu- 
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ally valued by reference to rate of inter- 
est carried, number of times interest is 
earned, security, etc. Both preferred 
shares and bonds, notes and debentures 
of private companies can, of course, be 
compared to similar securities on which 
a quoted market price is available when 
arriving at a fair value for Succession 
Duty purposes. 


Section 95A Securities 


A rather special situation has arisen 
in regard to the preferred shares, bonds, 
notes or debentures issued under Sec- 
tion 95A of the Income Tax Act. Many 
private companies have capitalized their 
1949 surplus on hand by issuing such 
securities. Under normal circumstances, 
interest or preferred dividends represent 
a first charge on earnings, the remainder 
being capitalized when calculating the 
value of the common shares. If this pro- 
cedure is followed after a company has 
capitalized its surplus, it will be found 
that the company has apparently a 
greater value than it had with only 
common shares outstanding, which does 
not seem reasonable. This is so because 
interest and dividend rates are much 
less than capitalization rates. In such 
cases the procedure which I recommend, 
and which I believe will be accepted by 
the Succession Duty authorities, is as 
follows :— 


In arriving at normal earning capac- 
ity, add back any bond interest which 
has been charged or do not make any 
allowance for preferred dividends. 
Apply the appropriate capitalization 
rate to the earnings thus established. 
The resultant figure will represent the 
combined value of the bonds, notes, 
debentures or preferred shares and the 
common shares. Deduct the bonds, etc., 
at par and the remainder represents the 
value of the common stock. On this 
basis the bonds, notes, debentures or 
preferred shares will always be worth 


par regardless of the rate of interest 
or dividend. 


Unincorporated Interests 


In the valuation of an interest in a 
partnership of a sole proprietorship, 
the main problem is to determine the 
amount of goodwill if any. Goodwill 
may be in the earning capacity of the 
usiness, in its location or in the prod- 
uct handled, or it may be entirely in 
the personal abilities of the owner or 
partners, 


In respect to earnings before good- 
will exists, the earnings must be suffici- 
‘nt to return the owner a reasonable 
salary allowance and interest on capi- 
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tal invested. Goodwill attributable to 
location or product is of course de- 
pendent on circumstances in individual 
cases. For Succession Duty purposes no 
value is attached to goodwill attributable 
to the personal ability of the deceased 
owner or partner. As a rule, I have 
found that the Succession Duty authori- 
ties will accept adjusted or revised book 
value as a fair value for any interest 
in an unincorporated business. 


In the case of pooling agreements, 
restrictive agreements, special by-laws, 
etc., which either set the value of the 
shares or in some other way lay down 
conditions which have a bearing on the 









valuation, it is the responsibility of a 
lawyer rather than a valuator. to deal 
with such problems. 


Gift Tax Valuation 


In addition to valuations for Suc- 
cession Duty purposes, the estate plan- 
ner or trust officer may be called upon 
to advise clients on valuation for Gift 
Tax purposes. The Income Tax Act does 
not define “value” for Gift Tax purposes. 
Section 101(1) of the Act merely states 
that tax shall be levied on the “aggreg- 
ate taxable value” of all gifts made by 
a donor during a taxation year. How- 
ever, the Valuation Unit of the Success- 
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ion Duties Branch in Ottawa now deals 
not only with the valuation of all gifts, 
but also with the assessing of the Gift 
Tax returns. Therefore, the same princi- 
ples and methods have been adopted in 
valuation for Gift Tax purposes as those 
used in valuing for Succession Duty 
purposes. 


Under the Gift Tax Section of the 
Act the donor is primarily liable for 
the tax on any gifts made by him in a 
taxation year. The Department in Ot- 
tawa therefore takes the stand that if 
the donor holds a majority interest in 
a company and donates a few shares 
thereof, the valuation shall be made on 
a majority interest basis. This procedure 
applies whether or not the donor still 
retains control after the gift. No doubt 
the Department’s legal offiicers have 
ruled on this matter, but even if they 
have, it seems to me that it could be 
successfully challenged. 


There is an advantage in making life- 
time gifts of shares of a private com- 
pany which is often overlooked. If the 
officials in Ottawa do not agree with the 
value placed thereon in the Gift Tax 
return, an interview can be arranged. 
The advantage is that the owner of the 
business can be present at such an 
interview. He is the one who has the 
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@ The prudent administration 
of an estate requires a re- 
liable inventory and valua- 
tion of the assets. 

American Appraisal Service 
provides a trustworthy basis 
for determining estate and 
inheritance taxes, and for 
the.control, liquidation, and 
distribution of the assets. — 
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most intimate knowledge of the busi- 
ness and of trials which may be facing 
the enterprise in the future. Because of 
this a much more satisfactory settlement 
may be reached than would otherwise 
be possible. Any principles established 
would be recognized when the valua- 
tion of the remaining shares comes up 
for Succession Duty purposes. 


Special Situations 


In the valuation of personal corpo- 
rations, holding companies, family- 
owned investment companies, and 
others of a like nature, the basis of 
valuation adopted is almost always ad- 
justed or revised book value or esti- 
mated liquidation value. Possibly a 
small deduction will be allowed for esti- 
mated winding-up expenses. In this type 
of business the authorities will likely 
request that they be furnished with a 
copy of a balance sheet of the company 
as at the particular date concerned. 


The valuation of a company whose 
earnings are dependent on a franchise 
requires special consideration. Fran- 
chises usually contain a _ cancellation 
clause with very little notice required. 
Because of the special advantages gained 
by holding the franchise the earnings 
of the company are usually quite sub- 
stantial in relation to capital employed. 
However, because of the uncertainty of 
holding the franchise it does not seem 
logical to value such companies on an 
earnings basis. This problem was dealt 
with at some length in the February 
1951 issue of “Taxes”. the Tax Maga- 
zine. 


PEOPLES 
FIRST 


The settlement of a valuation is very 
often a matter of negotiation with Gov. 
ernment officials. As in all negotiations, 
it is the man who is best prepared with 
facts and figures and who presents them 
well who comes out best. The best ad- 
vice is to approach each valuation with 
care and attention to detail. The work 
in many respects is largely a matter of 
opinion —- this is, expert or informed 
opinion based on a thorough review 
of all possible factors which can affect 
the value. Valuation is very often not 
a one-man job, but a team job requiring 
the services of the accountant, the law- 
yer and the economist. In the interests 
of our clients we should be ready to 
seek expert advice when necessary. This 
will result in a better job being done 
and possibly substantial savings in ulti- 
mate succession duties. 


U. S. Canadian Investments 
at Record 


A 1952 expansion of United States 
investments in Canada by nearly $700 
million raised the total to a record $8 
billion, according to a recent estimate 
of The Bureau of Statistics in Ottawa. 
The major proportion of these invest- 
ments has gone into oil field develop- 
ment, including pipe line construction, 
and mining ventures, among the latter 
large iron ore projects. 
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GENIUS OF CANADA'S FiscaL Pouicy 


Harmonizing Social Progress and Industrial Growth 


in Free Economy 


J. HARVEY PERRY 


Director of Research, Canadian Tax Foundation, Toronto, Ontario 


N A THUMB-NAIL PRESENTATION of 

Canadian taxes two aspects demand 
priority. First, the facts; second, the 
philosophy. 

Fact number one is disillusioning. 
Despite recurrent reports to the con- 
trary in your press, Canada is no tax 
haven. This impression is probably due 
to the prominence given stories of Cana- 
dian tax reductions, as compared with 
the relative neglect of Canadian tax 
increases. In actual fact the latest avail- 
able data indicates that about the same 
proportion of national income — almost 
30 per cent — is going into taxes in 
both our countries. 


The second fact is inevitable in these 
times. The cost of defense preparation 
is now the dominant element in Cana- 
dian government finance. As in your 
country, roughly three-quarters of tax 
collections go to the national govern- 
ment. Our defense bill in 1953 will 
account for more than 40 per cent of 
total federal expenditures, and it looks 
increasingly as though we are in de- 
fense spending to stay. As a result our 
federal budget will have to be main- 
tained for some time at almost double 
its expected post-war level. 


The third fact is our astonishingly 
good financial record in recent years. 
The extraordinary growth of the na- 
tional tax base, combined with a degree 
of restraint in federal expenditures, has 
produced surpluses in each of the last 
seven years. As a result the federal debt 
has been reduced by 17 per cent in the 
post-war period. Even more striking is 
the reduction of 31 per cent in per 
capita federal debt. 


Our surpluses were the result partly 
of accident — partly of design. They 
were accidental to the extent that the 
eflect on government revenues of the 
investment boom and the price infla- 
tion was not fully anticipated in project- 
ing annual budget estimates. They were 


A paper read at Town Hall, New York, March 
10, 1953. 
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intentional to the extent that they repre- 
sented the fulfilment of the announced 
purpose of the government after the 
war to retire as much debt as possible 
while the going was good. On the whole 
post-war government spending has been 
restrained. 


Efficient Tax Structure 


The fourth fact is that the Canadian 
tax structure of 1953, while a long way 
short of ideal perfection, is remarkably 
efficient and well-balanced. Some actual 
details will demonstrate this point. 


The three main federal sources of 
revenue are the corporation income tax, 
the personal income tax, and the 10 
per cent general sales tax. In addition, 
there are heavy special taxes on liquor 
and tobacco, special excises. mainly at 
a 15 per cent rate, on automobiles, 
radios, television sets, soft drinks, 
candy, cosmetics, luggage, etc. The only 
other sizeable revenue sources are the 
tariff and death duties. There is no 
excess profits tax and no tax on capital 
gains. 


Since the recent budget. our corpora- 
tion income tax is 18 per cent on the 
first $20,000 of profits, and 47 per cent 
on the balance. In addition there is a 
2 per cent tax for old age security. Our 
personal income tax rates are lower 
and our exemptions are higher than 
yours, and except for the income-split- 
ting privilege allowed married persons, 
practically all Canadian taxpayers would 
pay less than their American counter- 
parts. 


The notable difference — indeed the 
essential difference — in the two fed- 
eral revenue systems is the Canadian 
10 per cent general manufacturers’ 
sales tax. We think this is a good tax 
and commend it to you. On our basis 
it would probably produce enough reve- 
nue to more than balance your budget. 


Federal-Local Allocation 


Some very significant contrasts arise 
out of the present allocation of tax 


sources between the federal and provin- 
cial governments. 


First, there is only one personal in- 
come tax in Canada — the federal levy. 


Second, there are only two corpora- 
tion income taxes in Canada, the fed- 
eral levy and that of the province of 


Quebec. 


Third, there are only three death 
taxes, the federal and those of Ontario 


and Quebec. 


This happy and unusual state of 
affairs is attributable to what are known 
in Canada as the Tax Rental Agree- 
ments. Under these agreements all 
provinces but Quebec have undertaken 
not to impose personal or corporation — 
income taxes or death duties for the 
five years 1952 to 1956 inclusive. The 
one modification that must be made 
to this statement is that Ontario has 
retained its right to collect death duties, 
an option available to any province 
under the terms of the agreements. 
Substantial grants are made by the 
federal government in return for these 
provincial undertakings. 


The Philosophy 


What then can be said of the present 
Canadian tax philosophy? 


First, concerted efforts to improve 
the revenue laws and tax administration 
at the federal level in the post-war pe- 
riod give unmistakable evidence of a 
philosophy of easier tax compliance and 
improved revenue collection. Laws have 
been re-drafted, administrative proced- 
ures streamlined, forms simplified, nui- 
sance taxes repealed and in many other 
ways the tax system has undergone 
marked improvements. These changes 
haven’t loosened the harness, but they 
have removed several sore spots where 
it was rubbing. 


Second, the philosophy of efficiency 
in taxation has also been the keynote 
of the Tax Rental Agreements. These 
have proven that internal tax arrange- 
ments between levels of government need 
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not be chaotic. They have also demon- 
strated that much more can be achieved 
by centralized tax administration and 
inter-governmental grants, without loss 
of autonomy or infringement of “state 
rights,” than has been assumed. 


Third, in Canada the income tax has 
been taken off its pedestal as the perfect 
fiscal device. We believe in using indi- 
rect taxes, such as our general sales tax, 
in order to obtain revenue from income 
levels where direct taxation is not feas- 
ible and in order to avoid pressing the 
income tax to the point where its defects 
become intolerable. Such indirect taxes 
are not only efficient and productive 
sources of revenues, but as well meet 
the test of fairness. We place more 
stress on the merits of a well-balanced 
tax structure than on one which relies 
heavily on taxes which are perfect in 
theory but which in practice reveal very 
serious weaknesses. 


Dynamic Tax System 


Fourth, the tax system is now used 
in Canada as a dynamic factor in the 
economy. Post-war years reveal several 
remarkable experiments in the use of 
taxation for purposes of economic con- 
trol. This has been particularly char- 
acteristic of the defense period. Fiscal 
measures, supplemented by a minimum 
of direct control and credit restriction, 
have been heavily relied on to absorb 
the major shock of defense spending on 
the economy. The government has felt 
it preferable to make the adjustment 
to a defense economy — and it has 
been successfully made — by altering 
the conditions in which the economy 
operates rather than by interfering di- 
rectly with its operation. By way of 
illustration: despite concerted pressure 
from several directions, price control 
was not re-introduced in the defense 


build-up period. 


Finally, despite the occasional rude 
jolts dealt the business community in 
the use of taxation for economic control 
purposes the underlying post-war philo- 
sophy has been that business deserves 
a break. This has been demonstrated so 
repeatedly that a complete list of indi- 
vidual instances would be an extremely 
long one. Perhaps the most outstanding 
has been the refusal of the government 
to impose an excess profits tax in the 
defense period. Another illustration is 
the recent budget. in which revenue was 
lost on tax reductions for business which 
would have attracted much mere politi- 
cal favor if given in other directions. 


Here is a practical instance from this 
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budget. The dividend received tax credit 
was increased to 20 per cent, and the 
low bracket rate of corporation income 
tax was simultaneously set at 20 per 
cent, and the low bracket rate of corpo- 
ration income tax was simultaneously 
set at 20 per cent on the first $20,000 
of income. The result is that for three- 
quarters of our corporations — our 
“small businesses” —- double taxation 
has been completely removed. In the 
same budget the Minister of Finance 
fulfilled his oft-repeated desire to bring 


Additional Trust 


CANADA 
Maritime Trust Co., St. John, N. B.: 


We have under administration for Estates, 
Trust and Agency Accounts the sum of 
$9,169,862 as compared with the sum of 
$7,672,928 for 1951. 


Nova Scotia Trust Co., Halifax, N. S.: 


Gross (company) earnings for the year 
amounted to $233,352. It should be noted that 
this satisfactory figure was attained through 
an increase in volume of business transacted 
by the Company, rather than by any increase 
in fees or charges. . . . It is interesting to 
note that among the Estates in which the 
Company has been appointed Executor or Ad- 
ministrator, a considerable number are small 
estates with total assets under $10,000. The 
Directors consider this worthy of note in that 
it is becoming increasingly recognized that 
the trust company has an important place in 
the smaller estate field where special care 
must be exercised to conserve and safeguard 
the assets . . . Estates, Trusts and Agencies 
under Administration $19,965,898 (compared 
with $18,861,718 in 1951). 


Guaranty Trust Co. or CANabDA, Toronto: 


This has been generally a good year for 
the Company; there has been a strengthening 
of financial position and a continuation of 
effort to improve the efficiency of all Offices 

. . We are constantly encouraged by the 
many new customers directed to us by friends 
whom we have served in so many different 
ways. Estates, Trusts and Agency Account 
was $56,018,247, compared with $49,240,011 
at the end of 1951. (Of the income dollar 


*Supplementing those published in preceding 
issues of T&E. 
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$4,974,636 





1932 


From annual report of Nova Scotia Trust Co. 
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ALLIANCE AssuURANCE Co., Ltp., London: 0 
Fees received in the Trustee Department of Fins 
Alliance Assurance Co., Ltd., for the year Cou 
1952 amounted to £18,834, an increase over Mac 
the previous year of approximately £2,500, the Co. 
company reported at its annual meeting in can 
London on May 27. Appropriation of £200,000 
to the staff pension trust funds was also cited, atto 
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New York [ 
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In 1952 more active and potential trust tute 
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Week-Long Estate Planning 
Session Set for New York 


Estate planning for maximum family 
and business security, with minimum 
tax consequences, will be explored in- 
tensively in a five-day meeting starting 
July 27 at the Hotel Statler, New York 
City. Use of life insurance, trusts and 
powers of appointment will be analyzed, 
as well as income, estate and gift tax 
factors of various plans and arrange- 
ments. The program is sponsored by 
the Practising Law Institute of New 
York City as part of its 12th annual 
summer session. 


Joseph Trachtman, author of the In- 
stitute’s monograph, “Estate Planning,” 
and New York legal editor of Trusts 
anD Estates, will open the five-day ses- 
sions with suggestions on estate plan- 
ning methods. 


Other speakers include Elmer Lee 
Fingar, chief clerk of the Surrogate’s 
Court, Westchester County; Earl S. 
MacNeill, vice president, Irving Trust 
Co.; George Craven, of Philadelphia; 
George G. Blattmachr; and New York 
attorneys Leo A. Diamond, John L. 
Gray, Jr., Bertram Harnett, Harold A. 
Westeott and Milton Young. 


Details of the program in the Insti- 
tute’s 1953 Summer Session will be 
forwarded upon request to the Insti- 
tute at 57 William St., New York 5. 


AAA 


Utah Estate Planning 
Conference Planned 


An estate planning and tax confer- 
ence is being planned for Salt Lake City 
the latter part of August, it was revealed 
in the report of the Utah Bankers As- 
sociation convention last month by Trust 
Division President Clair M. Mortensen, 
who is vice president and trust officer 


of Walker Bank & Trust Co. of that city. 


| Co-sponsors of the conference are the 
' Utah Bar Association, Association of 


CPA’s, Association of Life Underwriters 
and the Trust Division. This, said Mr. 
Mortensen, will give members of these 
groups an additional opportunity to be- 
come better acquainted, citing the forma- 
tion of the Utah Life Insurance and 
Trust Council last October. 


Legislation of interest to trustmen, 
passed at the 1953 session, includes the 
Uniform Simultaneous Death Act, a 
nominee registration act, and a law ex- 
empting from state income tax funds 
paid to an employee or beneficiary as an 
annuity under a pension plan, Mr. Mor- 
lensen reported. 
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Mississippi Conference on 
Estate Planning 


A two-day Conference on Estate 
Planning was held May 1-2 at The Uni- 
versity of Mississippi under the spon- 
sorship of the University’s Schools of 
Law and Commerce and Business Ad- 
ministration, the State Bar, and Missis- 
sippi Associations of C.P.A.’s, Bankers, 
C.L.U.’s, and Life Underwriters. Almost 
a score of lawyers, professors, account- 
ants ,trust officers and other experts 
including an Internal Revenue agent 
handled the lectures and panel sessions, 
at the modest registration fee of $10 
which covered materials as well as the 
Friday evening banquet. A specific fact- 
ual situation formed the basis of the 
discussions. 


A A A 


Two Added to Wisconsin 
Trust Faculty 


The annual resident session of the 
School of Banking at the University of 
Wisconsin at Madison will be held 
August 24th to September 5th. Two 
instructors have been added to the fac- 
ulty for the Section on Trust Depart- 
ment and Procedure, whose leader is 
Emerson R. Lewis, vice president (re- 
tired) of The First National Bank of 
Chicago. They are: 


Norman B. Weston, assistant vice 
president and assistant trust officer of 
National Bank of Detroit, who will lec- 
ture on “Should Your Bank Have a 
Trust Department?” 


Richard J. Weidert, trust officer of 
Mercantile Trust Co., St. Louis, whose 
subject is “Estate Planning in the Trust 
Department.” 


A A A 


Locating Missing Persons 


During the 30 years of its existence 
as the only commercial organization 
that specializes in finding lost persons, 
Tracers Company of America has suc- 
cessfully handled 458,574 cases. Among 
these, the company has located 11,961 
missing heirs, 965 of whom inherited 
estates valued at over $100,000. There 
were 2,876 who inherited between $50,- 
000 and $100,000 apiece, and 8,120 
whose legacies ran under the $50,000 
mark, 


Witnesses to wills often disappear, 
and Tracers found 5,535 of them. Stock- 
holders to the number of 104,226 were 
eventually located, 1,876 receiving 
amounts over $20,000. There were 8,412 
who received between $5,000 and $20,- 
000. 


Student Investment Trust 
Prospers 

Investments made by University of 
North Carolina students under the Rey-. 
nolds Student Investment Trust in- 
creased in value from $9,600 to $10,200 
between last October and April 22, 1953. 
The Trust was established last Fall with 
a gift of $10,000 by Charles H. Babcock 
of Winston-Salem, senior partner of the 
investment banking firm of Reynolds 
& Co. 

The funds are placed in the hands 
of a trustee* to be invested according 
to instructions from a Student Govern- 
ing Board appointed by the Dean of 
the School of Business Administration. 
In practice, according to John T. O’Neill, 
associate professor of finance, whose 
students do the investing, the Student 
Governing Board has been drawn from 
those enrolled in the course on Invest- 
ments. The Dean informs the trustee 
in writing of the decisions for purchase 
or sale made by the students, who are 
not restricted as to the quality of invest- 
ments they may select. All realized gains 
are to become part of the principal of 
the trust (which also may be increased 
by gifts from other donors). One half 
of the income is to be paid out annually 
to Chapel Hill community chest or its 
successor and the other half is to be 
added to the corpus of the trust. 

In creating the trust, Mr. Babcock 
wrote to president Gordon Gray, “The 
investment banking problems presented 
should be a stimulus to investment think- 
ing even though the student does not 
plan a career in banking, trust work or 
finance. Practically everyone today is a 
capitalist directly or indirectly ... a 
broader knowledge of the various medi- 
ums of investment should be spread to 
everyone.” 


*Fidelity Bank of Durham. 
a 64. fo 


Higgins Trust Allots Million 


The Higgins Trust will distribute 
$1,000,000 of income to be shared 
equally by Columbia, Harvard, Prince- 
ton and Yale Universities for scientific 
education and research in the academic 
year 1953-54. The United States Trust 
Co. of New York is trustee of the $34,- 
000,000 fund created by the will of the 
late Eugene Higgins. The income was 
allocated by a Board of Control consist- 
ing of Benjamin Strong, President of 
the trust company, as chairman, Dr. 
Grayson Kirk, President of Columbia, 
Dr. Paul H. Buck, Provost of Harvard, 
Dr. Harold W. Dodds, President of 
Princeton, and Dr. A. Whitney Gris- 
wold, President of Yale. 
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MANY EXPRESSIONS OF APPRECIATION, 
both written and verbal, have been re- 
ceived by Chemical Bank & Trust Co., 
New York, following completion of a 
three-session Women’s Finance Forum 
held in April and May. Some of these in- 
cluded requests for further instruction 
in financial matters at other forums in 
the future, either with new subjects or 
with the same material covered a second 
time. A number of women who were 
unable to attend, because of illness or ab- 
sence from town. took the trouble to ex- 
press appreciation of their invitations, 
and not a few of these asked to have a 
friend or relative take their place. Fre- 
quently, in accepting the invitation, wo- 
men asked for another ticket to be sent 
to a personal friend, creating a ticket 
demand approximately equal to the num- 
ber of those invited who could not at- 
tend. 


While interest was general in all three 
of the topics chosen (see T&E, May, p- 
358), and the questions in each case 
were too numerous to answer entirely in 
the half hour allotted, particular atten- 
tion centered on the dangers and disad- 
vantages of jointly owned property as 
discussed in the final lecture on Wills, 
Trusts and Taxes. Printed material for 
the Forum included a loose-leaf green 
leatherette notebook with the seal of the 
bank printed in gold, which contained 
outlines of the talks, blank pages for 
notes, and perforated pages for written 
questions. Actually a great many of the 
women did take notes, and the questions 
showed careful attention to what the 
speakers had said. Invitations, registra- 
tion acceptance cards with detachable 
tickets, and weekly reminder notices 
were all printed in uniform style on at- 
tractive light green stock. 


The bank conducted the Forum as 
part of an overall approach to the dis- 
taff side of the customer and prospect 
lists, which included modifications in 


E. W. Tomlinson, John L. Gibbons and W. 


FORUM ROUND-UP 


the trust advertising program as well, 
and with a long range purpose. A num- 
ber of inquiries and some actual busi- 
ness directly traceable to the Forum 
have, however, already come in. 


Some 200 men attended the dinner 
for men, and an equal number of women 
came to the ladies luncheon, at the sixth 
annual Forum session sponsored in May 
by American Trust Co., Charlotte, N. C. 
The men were addressed by Harold S. 
Cherry, first vice president, Lionel D. 
Edie & Co., New York, on the subject 
“The Economic and Political Back- 
ground for Business and Investment.” 
At the ladies luncheon each year the 
program has been conducted by officers 
of the bank, which gives the guests the 
additional advantage of being able to 
get acquainted with the people they 
would deal with in connection with their 
husbands’ estates or trusts. This year 
five officers participated in a program 
entitled, ““Behind the Scenes in our Trust 
Operations.” 


On four successive Friday mornings 
in May a Women’s Finance Forum was 
conducted by Security Trust Co., Lex- 
ington, Ky. The guests were served cof- 
fee between arrival time and the 10:30 
lecture, which was followed by a ques- 
tion period. The subjects covered were 
Life Insurance and Family Planning 
(Mrs. Marion Stevens Eberly); Wills, 
Estates and Trusts (Mrs. Nancye B. 
Staub) ; Investments for Everyone (Miss 
Dorothy Williams) ; and Planning Your 
Estate and Minimizing Taxes (H. Leroy 
Austin, vice president and a director of 


the bank). 


Marine Trust of Western New York 
was host to over 500 lawyers from five 
counties on April 17 when Rene Worm- 
ser, New York City attorney, lectured on 
tax planning as it applies to estates and 
trusts. A social hour followed the meet- 





Guests at the Women’s Finance Forum conducted in May by Chemical Bank & Trust Co., New York, asking questions of trust 
Barton Cummings, and of W. Gibbs McKenney, Baltimore attorney. At the close of the 





ing, which was held at the Hotel Statler, 
and in the evening the surrogates and 
heads of various Bar Associations were 
dinner guests of the bank. This is the 
second meeting of its kind conducted by 
Marine Trust, both very favorably re- 
ceived, and may continue as an annual 
affair. 


A Pension Seminar, with 50 invited 
guests representing leading corporations 
in the Bay Area, was conducted on April 
21 by Anglo California National Bank, 
San Francisco. In the morning Dr. 
Charles E. Haines of the Pension De- 
partment of Merrill Lynch, Pierce, Fen- 
ner & Beane, made a detailed analysis of 
comparative costs to a company of pay- 
ing pensions from payroll account as 
against accumulating reserves in a pen- 
sion plan. He discussed the effect of the 
higher income of a trusteed plan on the 
cost of a plan to the company or the 
benefits to employees, and outlined the 
procedures to be followed in using com- 
mon stocks in a pension plan. Walter C. 
Fox, Jr., general counsel for the bank, 
outlined the early history of favorable 
tax treatment for pensions and profit- 
sharing plans, the limitations imposed 
on highly paid executives or stockholder 
employees, and the minimum eligibility 
provisions for qualification. As to vest- 
ing, he described the contrast between 
straight pension plans and profit-sharing 
or stock bonus plans. He discussed also 
legal requirements for the amortization 
of past service and the situations in 
which stockholder consent would be re- 
quired. 


In the afternoon two actuaries—David 
G. Goddard and Myles L. Grover — 
jointly covered the design and cost of 
pension plans and methods of funding, 
including actuarial factors and the ap- 
proximate cost of specific benefits and 
of the maintenance of past service credit. 
A review of different expectancy tables 
was made, as well as of the major classi- 
fications of pension plans. Robert Littler, 
attorney, then discussed union pension 


So 


officials, 


final forum session, and after the usual half hour question period, it was announced that officers and speaker would remain as long as 
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guests wished to consult them. The extra session, pictured above, extended another half hour. 
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planning, with particular reference to 
instances where one employer deals with 
gveral unions, or vice versa. The ad- 
vantages of trusteed plans under these 
conditions were pointed out. The plan- 
ning of union leaders, difficulties of 
dealing with many different employers, 
internal union policies affecting negoti- 
ations, and administrative experiences 
were presented by Ivan T. Brandenburg, 
president, Local 17, Amalgamated Litho- 
saphers of America. The bank’s own 
pension plan — its development installa- 
ion, maintenance, forms and reports 
— and the effect of a pension plan on 
employees and employment problems, 
vas discussed by J. Philip Nathan, vice 
president and controller of the bank. 


A one-day seminar on the Planning 
and Administration of an Estate, spon- 
sored by Fulton National Bank, Atlanta, 
in cooperation with the Decatur Bar As- 
sociation, was held on April 15. The 
day’s program, attended by some forty 
attorneys, lasted from ten to four and 
included the following addresses pre- 
ented by officers of the bank, and the 
bank’s counsel: Mechanics of Planning 
an Estate; Drafting a Will to Put into 
Force the Estate Plan; How the Bank 
Assists Practicing Attorneys; The Cor- 
porate Fiduciary and its Relation to the 
Estate Plan; The Investment of Trust 
funds; Personal Side of Trust Business. 


The second in a series of semi-annual 
Financial Forums for Women was con- 
ducted by American Security & Trust 
(o., Washington, D. C., on four Monday 
afternoons in March. Attendance (by 
invitation) was limited to the 150 seat- 
ing capacity of the board room and of- 
fcers of the bank were the speakers, 
covering: Our Banking System; Invest- 
ing in a Home, Mortgages or Income 
Real Estate; Investing in Stocks and 
Bonds; Wills, Trusts, and Estate Plan- 
ning. At the end of each session tea was 
erved in the lunchroom — attended also 
by officers of the bank — and following 
the first session, the ladies were taken in 
mall groups on a tour of several de- 
jartments of the bank, in each of which 
he officer in charge explained the work- 
ings of his department. A Ladies’ Ad- 
tisory Committee assisted the bank of- 
icials in planning and presenting the 
forum. 

Errata — Forums 


In the May issue of Trusts AND Es- 
MATES (p. 358), the Bank of Greenwood 
thould have been located in South Caro- 
ina. and the Seattle forum account 
thould have referred to the University 
‘f Washington, instead of Washington 


University. 
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Estate Planning Seminar sponsored by Fulton National Bank of Atlanta on April 15 in 
cooperation with the Decatur Bar Association. 
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ATTENTION ARRESTERS IN TRUST ADS 


In an ad headed “The Individual In- 
vestor and a Fast-Moving Technology,” 
United States Trust Co. of New York 
pictures a jet plane speeding far above 
an old fashioned square-rigged sailing 
vessel, and discusses the changes in the 
management of wealth wherein also a 
man “may be overtaken by a racing 
technology.” “Today’s investor can no 
longer rely solely on his own judgment 
as did the investor of 1853,” states the 
ad, which is one of a series commemo- 
rating the Company’s 100th Anniversary. 
“While changing times have reduced the 
ranks of the very rich, they have en- 
larged the number of those with pro- 
perty enough to profit from trust ser- 
vices. If you are one of the latter . . .” 
the bank invites the reader to pay a visit. 


“Unlock the door to future security 
for your family” advises a Fort Worth 
National Bank ad which pictures a row 
of hooks holding labeled keys. A hand 
is lifting off the “Property” key. The 





others are labeled respectively Tax 
Management, Fiscal Agencies, Invest- 
ment Management, Common Trust Fund, 
Living Trusts, Estate Planning, Execu- 
tors, Wills, and Trusts Under Wills. 
Text of the ad inquires if the reader is 
“making proper use of these keys to a 
carefree future for your loved ones,” 
and comments on the bank’s qualifica- 
tions for carrying out an estate program 
“faithfully and efficiently.” 


“Announcing the new location of 
our Trust Department,” Riggs National 
Bank, Washington, D. C., prints in its 
ad not only the address, but a picture 
of the newly acquired building and a 
diagram to show its position in rela- 
tion to the bank’s historic location oppo- 
site the United States Treasury. The 
text explains that the new home of the 
“rapidly expanding Trust Department” 
will “provide additional facilities and 
personnel” and that it has been com- 
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pletely modernized. The names and 
titles of all officers of the department 
are given, and the staff's “cordial invi- 
tation to call and discuss with them 
the various services of our Trust De- 
partment, or merely to familiarize your- 
self with the new quarters.” 


“Your Woman,” announces Citizens 
State Bank, Sheboygan, Wis., in an ad 
which explains that the woman referred 
to is the assistant trust officer who is 
able to discuss estate matters from “the 
woman’s point of view.” Her picture 
and that of the department head are 
both printed in the ad. 


“To Do My Best” says the cub scout 
pictured in a Republic National Bank, 
Dallas, advertisement which explains 
that we know he will do his best, and 
his parents will do their best for him. 
“That portion of your property you 
will want him to inherit,” the text con- 
tinues, “concerns both you and your 
wife. Talk it over with her . . . the com- 





7 . 


plex problems of community 


property 
estates and estate taxes are our special 
concern. Working closely with your at- 
torney, our trust officers will help you 
work out a practical, workable solution 
that’s best for you — and for your boy.” 


“Which twin rates the better trust 
department service?” asks an ad from 


Which Twin 


RATES THE BETTER 








TRUST DEPARTMENT SERVICE? 


If a fairy godmother left $250,000 in trust for one littl 
girl, while the child's twin sister had only a $10,000 trust 
fund that her parents provided, our service to the twins 
would still be identical. 


Whether your estate is large or small, if you entrust it to 
our care, we will give it experienced, responsible, economi- 
cal management. 


No matter what the value of your property, information 
and suggestions based on our experience will be helpful in 
planning for the future welfare of your family, and in dis- 
cussing your will with your attorney. 

Write or phone for an appointment with one of our Trust 


Officers. He will arrange a conference to suit your con- 
venience, and without cost or obligation to you. 





First and Merchants National Bank, 
Richmond, which pictures twin little 
girls looking at their reflection in the 
mirror. The text explains that even if 
one child were the beneficiary of a 
$250,000 trust and the other of a $10, 
000 trust, they would receive identical 
service from the bank. 


“For Sale . . . Useful and Conveni- 
ent Banking Services,” announces Wor. 
cester (Mass.) County Trust Co. Among 
the spot drawings for seven different 











services, the ad pictures “trust manage- 
ment” with a house, a will, life insur- 
ance policies and securities. 


“Special Handling” applies to a 
small estate as much as to a small baby, 
states a National Newark (N.J.) & 
Essex Banking Co. ad which pictures 
the baby in the mother’s hands. The 
text develops the theme of estate man- 


agement. 
A A A 


Trust Booklets 


The current number of the Crown 
Trust (Toronto) Digest contains a two- 
page presentation of What a Trust Will 
Do, which explains briefly the need for 
a trust, its purposes, structure. and 
principal forms of application. Immedi- 
ately before explaining that the Com- 
pany as trustee has the advantages of 
Permanence, Experience. Group Judg- 
ment, Responsibility and Facilities, the 
article states: “Remember, the function 
of a trust is to protect capital; assure 
income; and distribute and apply sup- 
port and assistance as far into the 


future as a Settlor may legally arrange.” 


Elsewhere in the same delightfully 
readable publication — which combines 
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humor, homely wisdom, practical ad- 
vice, and national information with its 
presentation of trust services — is the 
story of a businessman who entered his 
lawyer’s office saying, “I want to make 
my will over again. That son of mine, 
the young rascal, has gone and got 
married.” When the solicitor responded 
“Going to cut him off without, I sup- 
pose?” the father explained that he 
had made over his will when his daugh- 
ter got married to be sure she would be 
properly cared for, and he now wanted 
to do the same for his son. “What did 
| make my money for if it wasn’t to 
make their lives happier? And I get a 
lot of enjoyment out of planning how 
it will help them most. I really get 
pleasure out of making my will over 
when some happy event makes it neces- 
sary.” 

“Why Florida?”, a pocket-sized folder 
by First National Bank, Fort Lauder- 
dale, gets attention at the start by its 
unusual cover. The “Why” is in red 
letters, Florida is represented by a map 
with Fort Lauderdale prominently 
marked, and stemming from that spot 
rises a blue, scroll-like question-mark. 
The sub-title, “A Commentary on Tax 
Economies,” is well supported by the 
pamphlet which tells the What. How and 
Why of Florida residence and compares 
the tax situation with 11 other states. 


“Getting Close to People” presents a 
summary of a year’s advertising to the 
customers, friends and personnel of 
First National Bank, Chicago. The 814” 
x 11” brochure includes sample ads for 
each department of the bank with brief 
commentary on their use. The soft blue 
ink which makes the picture cover so 
attractive has been judiciously employed 
on each page to lighten the effect of the 
usual black and white. 


“5 Danger Areas, if any of your 
Property is in Joint Tenancy.” one of 
aseries of 5 x 7 inch pamphlets in use 
by the trust department of Manufac- 
turers National Bank of Detroit, deals 
with the effects of joint tenancy upon 
laxes, strength of eventual control of the 
property, and the possibility that the 
broperty may pass in a way neither 
owner intended, unless there are two 
wills. It employs a typical roadway 
danger sign, in red and black, at the 
head of each section. In conclusion, the 
pamphlet points out joint tenancy may 
have certain advantages, particularly in 
a relatively small estate. For those who 
expect to leave a substantial estate. how- 
ver, “joint tenancy is likely to bring 
confusion and added expense to your 
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family” and “A Will containing soundly 
drawn trusts can effect the same savings 
and provide additional advantages.” 
Among the other titles in this attractive 
series are: Your lawyer can help you 
do more for your family; Combining 
Two Protections — Life Insurance and 
Trusts; Advantages of a Living Trust; 
and Nine Questions about Your Will. 
The booklets are white and each uses 
a colored ink in addition to black 
(green, red, blue and brown). 

“How to Plan Your Will,” recently 
published by the Public National Bank 
& Trust Co. of New York, devotes the 
major part of 16 pages to discussing 


eight topics: 1. How to dispose of your 
personal effects; 2. Cash gifts to indi- 
viduals and charities; 3. Gifts of in- 
come; 4. What to do with a residence; 
5. How to preserve or liquidate a busi- 
ness interest; 6. How to distribute the 
residuary estate; 7. How to protect the 
interests of minors; and 8. Whom to 
appoint as executor and trustee. In each 
case provision is made for the reader 
to note pertinent facts relative to his 
own estate or will. At the end of the 
pamphlet are special sections devoted to 
life insurance, jointly owned property, 
preparing and signing the will, and 
where to keep it. 


In Rhode Island, 


whatever your banking 


requirements, 


Industrial Trust Company 


with 22 state-wide offices 
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One word you'll never find in 
our dictionary 


As our Correspondents all over the country That’s why more and more bankers all over 
know, the Manufacturers way of transacting the country are turning to Manufacturers for 
business is the personal, alert, non-routine way. Correspondent services. 


Manuyacturers Trust Company... 
Head Office: 55 Broad Street, New York 15, N. Y. 


Member Federal Deposit Insurance Corporation 
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ECONOMICS OF CAPITAL 


Corporate Ads 


Southern Canada Power Co., Ltd.’s 
advertisement on the investor’s contri- 
bution in furnishing the tools of indus- 
try takes first place as the ad-of-the- 
month selected by Trusts and Estates 
(see illustration). After explaining that 
the investors put up the money to buy 
tools for the employees, the ad switches 
to the customer’s point of view, with the 
statement that “servicing our 69,500 cus- 
tomers requires an individual investment 
of $550 in plant and equipment. This 
amount brings investors a return of 
$21.80 per year. Only free enterprise can 
boast about bringing electricity to the 
public at such low rates, while assuring 
investors a fair return for their savings.” 


“The baddies never ride white horses” 
explains the caption below a picture of 
five youngsters watching a movie on tele- 
vision. The text of this ad — which has 
a remarkably appealing photograph for 
its illustration, gives Electric Light and 
Power Companies of America the oppor- 
tunity to explain that while in the movie 
the “bad guys” can be easily dis- 
tinguished from the hero because the 
latter always rides the white horse, in 
real life it is often difficult to spot the 
marks of socialism. It may be hidden un- 


, an of 
Delawareans benefit 
from the merger of 
two of Delaware’s 
oldest banks — receive 
reliable, personalized 
banking and 


trust service. 


EQUITABLE SECURITY 
TRUST COMPANY 
Main office: 901 Market Street 
6 convenient offices 
Wilmington, Delaware 


Member Federal Deposit Insurance Corporation 
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of the Month 


der phrases like “the federal government 
should own and run .. . should take over 
... can do it better and cheaper.” Recog- 
nition is important in order to resist the 
dangers of socialism, the ad points out, 
but he who can recognize can reveal its 
dangers to children, friends, and repre- 
sentatives in Congress. 


Further ads in several series mention- 
ed before in these columns include Union 
Oil Co. of California, Republic Steel, Nor- 
folk & Western Railway, and Warner & 
Swasey. Union Oil gives a full page an- 
swer to the question “Who got the most 
from our customer’s dollar?” — pic- 
turing the employee, the stockholder, and 
the tax collector, and stating that the 
employee got 14%¢ of each dollar, the 
stockholder 8%¢ and the tax collector 
18%4¢. The rest was divided among the 
various costs of doing business. The same 
company devoted another full page to 
commenting on business research. “Our 
free, competitive American system has 
stimulated great advances in petroleum 
research by offering an incentive for the 
introduction of new and better products,” 
it says, and illustrates by showing that 
“one hour’s work buys 80% more ‘76’ 
gasoline today than it did 15 years ago 
(excluding gasoline taxes).” 


Republic Steel’s series took occasion 
on Rural Life Sunday to pay a compli- 
ment to farm youth organizations. In 
text and picture the ad presents a farm 
family coming out of church with the 
wife saying to the husband, “I think our 
boy saw the truth about farming today 
... Perhaps we’ve talked too much about 
the cost of things and the hard work. 
That sermon made him see farming as 
more than a living.” It’s a way of living 
— a good way, with dignity and a deep 
sense of usefulness.” 


Norfolk and Western commented on 
the right of Americans to “say what they 
think,” and went beyond that to point 
out that “everybody also has a moral 


EMPLOYEES WANTED 


Must have $68,000 each 
2S». to buy tools! 


Of course, we don't expect candi- 
dates for jobs ot Southern Caneda 
Power to bring $68,000 to buy tools. 
But it does toke $68,000 worth of 
tools to moke a job. For every 
employee on our poyroll, we have 
$68,000 invested in plant and 
equipment. 

Our investors have helped provide 
electric generating plonis, sub- 
stations, transmission and distribu- 
tion lines, and other property valved 
at about $38,000,000. 

Employees use these tools to produce income — woges for 
themselves — interest and dividends for investors. 

Everyone of our 557 employees is really set in business with 
$68,000 worth of tools the use of which brings each one, 
from office boy. to president, an average income of $3,200 
per year ($2,700 in salary and $500 in employee benefits, such 
as insurance, pension fund, etc.) 





For the some investment, our investors earn $2,700 per 

year in dividends or less than 4%. 
A REAL TRIBUTE TO THE MERITS OF FREE 
CAPITAL AND ENTERPRISE 

Servicing each of our 69,500 customers requires on indi- 
vidual investment of $550 in plant and equipment. This 
amount brings investors a return of $21.80 per year. 

Only free enterprise can boast about bringing electricity to 
the public at such low rates, while assuring Investors a fair 
return for their savings. 


Sern Cau Prove 


COMPANY LIMITED 





responsibility to inform himself before 
he squawks or cheers, approved or dis- 
approves.” 

In a discussion of relative productive 
capacity .between Russian communism 
and American free enterprise, Warner & 
Swasey bring out the thought that one 
destroys while the other builds, and heads 
the piece, “hate vs. horsepower.” 


Evidence that a large segment of the 
United States population welcomes ad- 
vertising which goes beyond immediate 
product or service to teach or inspire, lies 
in the fact that Texas and Pacific Rail- 
way has received messages from all 
parts of the country, all walks of life 
and all religious denominations commend- 
ing their advertising program built 
around the “Four Great Faiths.” They 
have distributed a million and a half 
copies of the booklet by that title and 
over a million of “Toward a Better 
World,” as well as hundreds of thousands 
of full size reprints of their ads. In 
cities as far apart as New York and 
New Orleans individual merchants have 
pasted one or more of the ads in their 
show windows. 


Complete facilities for handling your 


Banking and Fiduciary Business 


promptly and effectively. 


tke FIFTH THIRD [JNION TRUST co. 


CINCINNATI, OHIO 


Member Federal Reserve System —- Member Federal Deposit Insurance Corporation 








TRUST PERSONNEL CHANGES 


CALIFORNIA 


W. Webb Seward, formerly asst. trust 
officer, promoted to trust officer at the 
main office. 


Los Angeles 
BANK OF AMERICA 
N.T. & S.A. 


San Francisco 
BANK OF AMERICA 
N.T. & S.A. 


Clayton Willis named asst. trust of- 
ficer and head of the stock transfer 
department. 


ILLINOIS 


Allen Crawford appointed trust offi- 
cer. He is widely known to bank and 
trustmen across the country, having 
been president of Financial Public Re- 
lations Association in 1949. Mr. Crawford entered the trust 
field in 1926 as a new business solicitor for Highland Park 
(Mich.) Trust Co., later becoming secretary and trust officer. 
In 1939 he became vice president of Bankers Trust Co. of 
Detroit which later became Bankers-Equitable Trust Co. He 
is a graduate of what is now known as the Law School of 
Wayne University. 


Alton 
ALTON BANKING 
& Trust Co. 


G. S. CARREL 
New York 


HENRY O. WHITESIDE 
St. Louis 


ALLEN CRAWFORD 
Alton, Ill. 


INDIANA 


Sam J. Cox, elected trust officer. He 
will take charge of this year’s Trust 
Forum sponsored by the bank. 


Marion 
First NATIONAL 
BANK 


MASSACHUSETTS 


John S. Balfour advanced from as- 
sistant cashier to trust officer. 


Boston 
MERCHANTS 
NATIONAL BANK 


Promoted to trust officers: Albert E. 
Hall, Irvin McD. Garfield, Jr., and 
Channing Frothingham, Jr. Appointed 
asst. trust officers: Henry G. Brooks, 
Pauline B. Edgecomb, Morris F. Stoddard, Jr., and Trifley B. 
Wendell; asst. real estate officer, Walter L. Avery. 


Boston 
NEW ENGLAND 
Trust Co. 


Arthur W. Hughes, Jr., appointed asst. 
trust officer. 


Boston 
SECOND 
NATIONAL BANK 


Malden 
MALDEN 
Trust Co. 


James M. Middleton, Jr., elected asst. 
trust officer. With the trust company 
since 1952 after coming from Second 
National Bank in Boston, Middleton 
is a member of the Corporate Fiduciaries Association of Bos- 
ton and the Corporate Tax Association. 


MISSOURI 


St. Louis 
MERCANTILE 
Trust Co. 


Henry O. Whiteside appointed direc- 
tor of internal and external public re- 
lations, and supervisor of advertising, 
effective July 1st. He is former presi- 
dent of Gardner Advertising Co. and member of the St. Louis 
Board of Education. 
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NEW JERSEY 


Orange 
SECOND 
NATIONAL BANK 


Edmund J. Sauer, Jr., resigned as 
trust officer to become treasurer of 
Orange Savings Bank. 


NEW YORK 


New York 
CHASE NATIONAL 
BANK Dudley S. Suits. 


New York Edward F. Mitchell appointed a trust 
City BANK FARMERS officer and Arthur Hall an asst. trust 
TrRustT Co. officer, both assigned to the corporate 

trust division. 


New assistant cashiers in the trust 
department are: John S. Campbell and 


New York Granville S. Carrel appointed a vice 
NATIONAL CITY president and head of the Public Rela- 
BANK OF NEW YorRK tions department. Carrel joined Na- 

tional City in 1929, following gradua- 
tion from U. of Pennsylvania. 


New York Charles W. Buek and Joseph Pickard 
UNITED STATES promoted to vice presidents. Mr. Buek 
TRUST Co. joined the Company after graduating 

from Yale twenty years ago. Mr. 

Pikard, an alumnus of New York University, became asso- 

ciated with the Company in 1941. 


Rochester 
GENESEE VALLEY 
TRUST Co. 


Frederick R. Clark, attorney and past 
vice president of the Rochester Bar 
Association, elected asst. trust officer. 


OREGON 


Portland 
PORTLAND 
TRUST BANK 


L. B. Hartley became trust officer at 
Portland Trust, after resigning in 
February as asst. trust officer of First 
National Bank. 


PENNSYLVANIA 


Philadelphia 
PHILADELPHIA 
NATIONAL BANK 


Edward B. Hodge became trust officer, 
having resigned from the law firm of 
Norris, Lex, Hart & Eldredge, where 
he was a partner since 1940. Hodge is 
a graduate of Princeton and the University of Pennsylvania 
Law School. 


Pittsburgh 
FIDELITY 
TRusT Co. 


Norman H. Rea elected trust officer. 
A graduate of the U. of Iowa and its 
Law School, Rea serves on _ the 
speakers’ bureau of the Junior Cham- 
ber of Commerce. 


RHODE ISLAND 


Providence 
INDUSTRIAL 
TRUST Co. 


Ernest Clayton elected chairman of 
the board of directors and T. Dawson 
Brown, president. 


NORMAN H. REA 
Pittsburgh 


EDWARD B. HopGE 
Philadelphia 


J. MILTON NEALE 
Vice President of Girard 
Trust Corn Exchange 

Bank, Phila. 

(reported in May) 
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FIDUCIARY ASSOCIATIONS 
ELECT 


Trust Division, Alabama Bankers Asso- 

ciation: 

Pres.: Dan Flautt, trust officer, First 
National Bank, Birmingham 

Sec-Tr.: Corley Chapman, vice presi- 
dent, Troy Bank & Trust Co., Troy 


Corporate Fiduciaries Association of 


Arizona: 
Pres.: Frank L. Gibson, trust officer, 
Valley National Bank of Phoenix 


V.P.: William J. Womback, trust offi- 
er, First National Bank of Arizona 

Sec-Tr.: Evva Shaw, asst. trust officer, 
Valley National Bank, Phoenix 


Trust Division, California Bankers As- 
sociation: 

Chairman: Robert V. Walsh, vice 
president & trust officer, Crocker First 
National Bank of San Francisco 

First V-Ch.: G. J. Brooks, senior vice 
president, Beverly Hills National Bank 
& Trust Co. 

Second V-Ch.: Francis E. Whitmer, 
vice president & trust officer, American 
Trust Co., San Francisco 

Secretary: Oscar R. Mennenga, execu- 
tive manager, Mills Bldg., San Fran- 


cisco 


Bergen Count (N. J.) Corporate Fidu- 
ciaries Association: 


Pres.: Francis W. Appleton, asst. trust 
officer, Citizens Northern Valley National 
Bank & Trust Co., Englewood 


First V.P.: Charles H. Mier, trust offi- 
cer and assistant secretary, Rutherford 
Trust Co., Rutherford 


V.P.: Lyle H. Smith, asst. cashier and 
asst. trust officer, Bergenfield National 
Bank & Trust Co. 


Treas.: J. Kenneth Barwig, asst. cash- 
ier and asst. trust officer, Closter Na- 
tional Bank & Trust Co. 


Cincinnati Fiduciaries Association: 


Pres.: Halsey G. Bechtel, trust officer, 
Central Trust Co. 


V.P.: Wells Woody, trust officer, First 
National Bank 


Sec-Tr.: Glenn A. Biggs, senior trust 
officer, Fifth Third Union Trust Co. 





Home Office of St. Augustine (Fla.) National Bank, a fine adaptation of Spanish style 
to an historically Spanish city. Another exemplification of attractive bank architecture 
fitted to local atmosphere. 





Sumner, Iowa—Fi1rst NATIONAL BANK 
has been granted trust powers under the 
Federal Reserve Act, as of May 1953. 


Philadelphia, Pa. — On June 22nd, 
TRADESMENS LAND TITLE BANK & TRUST 
Co. will be the new name of the merged 
institutions of TRADESMENS NATIONAL 
BANK & Trust Co. The new bank will 
then be the fifth largest in the city. Offi- 
cers are: James M. Large, president; 
Warren H. Woodring, executive vice 
president; and Percey C. Madeira, Jr., 
chairman of the executive committee. The 
main office will be at Broad and Chest- 
nut Streets, with six branches. Land 
Title’s title insurance department will be 
transferred to a new corporation, Land 
Title Insurance Co. 


Houston, Texas—Stockholders of SoUTH 
TEXAS NATIONAL BANK and the UNION 
NATIONAL BANK voted approval of con- 
solidating the two banks, effective June 
1st. The new name will be TEXAS Na- 
TIONAL BANK. It is expected pending final 


Exceptional Opportunity for 


TRUST INVESTMENT OFFICER 


One of our clients, a long-established bank in an impor- 
tant metropolitan center, is seeking the services of a trust 
investment officer. He must have thorough knowledge of 


the investment market. Preferably, he should have specific 
trust investment experience, although it is not essential. 
This is an excellent opportunity for a qualified man to 
better himself. 


If you are interested, please send a resume of your 
experience to us. Your inquiry will be treated in strict 
confidence. 


Edwin Bird Wilson, Inc., 40 Wall Street, New York 5, N. Y. 
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MERGERS and NEW TRUST POWERS 





action by the new board of directors, that 
Harris McAshan will be president, and 
W. Browne Baker and R. D. Randolp 
will be senior vice presidents. 


Wanted 
RETIRED TRUST OFFICER 


Full or part time for Central Bank & 
Trust Company of Miami, Florida. 
Reply to 


Chas. A. Morehead 


228 N.E. Second Ave. 
Miami, Florida 


TRUST NEW BUSINESS MAN 


Wanted, new businessman for Trust De- 
partment in progressive bank in large 
Texas city. Must have experience in estate 
planning, administration of estates, and 
knowledge of profit sharing and pension 
plans desirable. Give full information 
stating business and educational back- 
ground. 


Box H-32-2, Trusts and Estates 
50 East 42nd St., New York 17 


NEW YORK BANKERS 
SEEKS TRUST SECRETARY 


Applications will be received for the un- 
usual and challenging opportunity offered 
in the position of Secretary of the Trust 
Division, New York State Bankers Asso- 
ciation. Anyone interested in applying 
should do so immediately. Knowledge of 
trust work required. Age 35 to 40 pre- 
ferred. Send a biographical sketch or a 
resume of experience to 
Secretary Albert L. Muench, 
New York Staite Bankers Association, 
33 Liberty Street, New York 5, N. Y. 
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Banks seeking trust executives, and 
personnel desiring new opportunities 
are invited to make free use of this 
column, addressing correspondence 
to Trusts and Estates, 50 East 42nd 
St., New York 17, N. Y., attention 


Employment Exchange and code 


number. 


Metropolitan bank seeks trust invest- 
ment officer. See Wilson ad on page 467. 


New York State Bankers Association 
Trust Division needs executive secretary. 
See ad on page 467. 


Texas bank is looking for trust new 
business man. See ad H-32-2 on page 467. 


Part or full time openings are avail- 
able in Florida to retired trust officers. 
See Morehead ad on page 467. 


Trust officer with over 20 years ex- 
perience in estate and trust administra- 
tion, tax law and supervision of well 
diversified department, seeks highly re- 
sponsible position with well established 
department, preferably in Southwest. 
Salary of $10,000 expected. 35-1 


Attorney, 43, former California law 
school dean, teacher of trusts, estates 





50 Years 


Wilmington 
Trust 
Company 


Wilmington, Delaware 


1903 — 1953 


Capital Funds ..... $ 21,671,806 
Total Assets ..... . $215,686,075 


Member Federal Deposit Insurance Corporation 
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and wills with seventeen years experi- 
ence as counsel to investment depart- 
ment of life insurance company, desires 
administrative position with bank, trust 
company or financial institution prefer- 
ably, but not necessarily, on Pacific 
Coast. 35-2 


Excellent opportunity exists for quali- 
fied young man in rapidly growing trust 
department (just under $10 million) 
where there is no employee in line for 
top executive position. 36-1 


A AA 


Flat Top Bank Reaches 
Half Century Mark 


Flat Top National Bank, Bluefield, W. 
Va., this year marks the fiftieth anni- 
versary of its founding in 1903 and its 
Trust Department completes twenty-five 
years of operation. The oldest trust ac- 
count still on the books is a disabled 
veteran’s fund from World War I estab- 
lished in 1928 — the year the Depart- 
ment was opened. This fund has grown 
from $1,500 to more than $17,000 


Total trust assets under administra- 
tion by the Department, headed by vice 
president and trust officer G. H. Law- 
head, now amount to some $8,000,000, 
representing nearly 300 accounts which 
are managed for 1,500 beneficiaries. Be- 
sides handling pension trust accounts for 
various business firms, the bank is trustee 
for a company savings plan in which 
participating employees may invest a 
limited percentage of yearly income. 
The earnings of the fund are then match- 
ed by the company. The bank is also 
trustee for a student aid fund. 


Illustrative of the “headaches” suffered 
by trust officers was an estate which held 
both merchandise and accounts receivable 
in a store where the other partner did 
not wish to purchase these assets. It was 
necessary to determine the ownership 
of each piece of merchandise and to 
separate or determine proportionate 
shares of contracts and accounts receiv- 
able. In contrast, the department holds a 
doll collection as an asset in one of its 
accounts. 


$10 Billion Increase in 
Bank Deposits 


A recapitulation of the condensed year- 
end statements appearing in the first 
1953 edition of the Rand McNally Bank. 
ers Directory revealed substantial in- 
creases for 1952 in all categories. De. 
posits were up approximately $10 bil- 
lion to a total of $198.1 billion, and cap- 
ital accounts gained $888 million to make 
a year-end total of $16.3 billion. 

The banks’ resources recorded an over- 
all gain of $11.1 billion to a total of 
$216.5 billion, a preponderance of the in- 
crease, nearly $8 billion, showing in the 
loan column. Government securities and 
other securities grew by $1.5 and $1.3 
billion, respectively, making their respec- 
tive totals $73.3 and $17.2 billion. Loans 
of $76.7 billion at the year’s end com- 
pared with $73.3 invested in Govern- 
ments, reversing their relative position 
of a year ago, at which time loans 
amounted to $68.8 billion and Govern- 
ments $71.8 billions. Totals of cash and 
other resources, amounting, respectively, 
to $46.3 and $2.9, reflected no change. 

The number of banks in the country 
was reduced by 59, but the number of 
branches increased by 327, making the 
respective totals of banks and branches 
14,672 and 5,909. 


AAA 
CELEBRATES 30TH ANNIVERSARY 


Los Angeles—Fay H. Kerns, trust of- 
ficer, Union Bank & Trust Co., is cele- 
brating his 30th anniversary with the 
bank. He started in May 1923 as chief 
accountant in the trust department. Trust 
officer since 1944, Mr. Kerns is a charter 
member and past president of the Life 
Insurance & Trust Council of Los An- 
geles, and past chairman and secretary- 
treasurer of the Southern California 
Trust Officers Association. 


A AA 
IN MEMORIAM 


THEO. W. PERINE, trust real estate of- 
ficer of SecuRITY-First NATIONAL BANK 
of Los Angeles. 

LyMAN H. ALLEN, retired president of 
Boston SAFE Deposit & TrusT Co. 








Our complete trust services make it 
possible for us to serve your customers’ 
needs in many ways. 


FIRST AND MERCHANTS 
National Bank of Richmond 


Virginia’s Largest Bank 


Member Federal Deposit Insurance Corporation 
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CURRENT LITERATURE NOTES 


Books 


Effects of Taxation: Investments by 
Individuals 
J. KEITH BUTTERS, LAWRENCE E. 
THOMPSON, LYNN L. BOLLINGER, Har- 
vard Business School, Division of Research, 


Soldiers Field, Boston 63; 533 pp. 127 tables, 
16 charts. $6.25. 


This timely study investigates the ef- 
fects of taxes both on the ability of upper 
bracket individuals to accumulate new 
investable funds under the current tax 
structure and on the basic investment 
wlicies of individual investors. 


The authors have relied primarily for 
their source material on comprehensive 
interviews conducted in 1949 with a care- 
fully selected sample of approximately 
150 individual investors, mostly with 
large incomes. This information, supple- 
mented by other data, considers in addi- 
tion to the tax considerations the per- 
sonal circumstances, attitudes, objectives 
and expectations which affect investment 
decisions of individual investors. The 
analysis endeavors to answer three main 
questions: 1) Whose investment decisions 
are important? 2) How have taxes af- 
feted the investment capacity of these 
groups of investors? 3) How have taxes 
affected their investment policies? 


From the standpoint of the flow of 
equity capital from private investors to 
business, the evidence suggests that in- 
vestment decisions of individuals in the 
upper income and wealth classes are of 
oerwhelming importance because they 
have both the capacity and disposition to 
invest in equities in large amounts, while 
middle-income spending units have too 
little investable money. 


The authors conclude that “changes in 
the tax structure over the past 15 to 
20 years have substantially reduced the 
tapacity of upper bracket individuals to 
accumulate new investable funds, but 
that . . . their remaining capacity is 
still very large — much larger than is 
generally supposed;” that individuals 
with large incomes and substantial wealth 
a a group continue during postwar years, 
despite the existing tax structure, to hold 
and invest a large proportion of their 
funds in equity-type investments. 


The study includes, among its many 
supporting tables and data, a specific 
stimate of the concentration of accumu- 
lations of new investable funds in the 
Upper income percentiles and a discus- 
sion of the means available to upper in- 
‘me investors for avoiding the full im- 
Pact of the high personal income tax 
Tates, 


Chapter XV, entitled “Gifts and 
Trusts,” discusses tax incentives to trans- 
fer property by gift and in trust, moti- 
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vations for establishment of trusts, and 
the effects of gifts and trusts on the flow 
of investment funds. 

G. G. 


How You Really Earn Your Living 


LEWIS H. HANEY. Prentice-Hall, Inc., New 
York City 11. 271 pp. $3.00. 


The author is professor of economics 
in the Graduate School of Business Ad- 
ministration, New York University, and 
his writings have also found a wide 
audience in the daily press. In the in- 
troduction, his announced objective is to 
state the elementary economic principles 
of American life, all too little under- 
stood by the present generation of adults, 
brought up during the past two decades 
on a diet of wars and managed economy. 
The primer question and answer tech- 
nique is used throughout, which probably 
aids in carrying out the purpose of the 
text. 


Mr. Haney considers basic economic 
problems as they affect the individual in 
his daily affairs and in relation to gov- 
ernment. He discusses values, supply and 
demand, media of exchange, production 
and distribution factors, also interest, 
profits, and business cycles. The closing 
chapters are devoted to a discussion of 
the alternative of public or private enter- 
prise, the means of saving or losing our 
freedom, together with the story of taxes 
and some thoughts upon getting the 
most from our economic lives. Quite a 
full meal for the neophyte, perhaps, but 
the facts are all there and we can only 
hope that many of the Doakes family 
will become aware that. economic laws 
are not in the least altered by legislation. 


Corporate Trustees 


D. R. MARSH. Europa Publications Ltd., Lon- 
don. 318 pp. 25 sh. 


This book is unique in that it com- 
bines a wealth of practical information 
and comment, growing out of the author’s 
long experience as a senior member of a 
large British bank’s trustee department, 
with a carefully documented study of 
the history of the corporate trustee move- 
ment in the United Kingdom. After a 
discussion of the growing need for 
greater protection of both the beneficiary 
and the trustee under the old individual 
trustee system, coincident with the steady 
rise of corporate activity and corporate 
financial strength, the author traces the 
events to a half century of legislative 
controversy, from the South Sea Com- 
pany’s effort in 1853 to obtain authority 
for managing trusts and estates to the 
Public Trustee Act of 1906. 


The widespread doubt that a corpora- 


tion could legally or morally fulfill the 
duties of a “person” and the strong op- 
position of the solicitors are treated at 
length, and with scholarly insights. 
Thereafter the author examines the work 
and problems of the rising group of cor- 
porate trustees — legal, organization and 
staff, investments, charges and profits, 
and competition — and in every case de- 
velops the history and underlying philos- 
ophy as well as the current practical 
aspects. Comparisons are made between 
the United Kingdom and overseas expe. 
rience in Australia, New Zealand and 
America, as well as between the corporate 
trustees and the Public Trustee at home, - 


The book is well indexed, foot-noted 
and is supplied with statistical tables in 
an appendix. While it is short on sum. 
mary sentences or paragraphs, it is wel] 
worth careful reading for its interest 
and permanent retention as a reference, 
particularly since it is the first attempt 
to cover this ground both from a practical 
and a historical point of view. It is full] 
of the stories of actual cases to il- 
lustrate its points, and its thought runs 
deep. 


Teach Your Wife To Be A Widow 


DONALD I. ROGERS. Henry Holt & Co., 383 
Madison Ave., New York 17, 93 pp. $2.00. 


For the wife unversed in financial mat~ 
ters, Mr. Rogers, financial editor of the 
New York Herald Tribune, gives in sim. 
ple language the requisites for recog- 
nizing early in life the steps to be taken 
after the husband has passed on. He 
even goes so far as to give a sample let. 
ter to a wife, telling her where all the 
valuable papers are to be found; where 
burial is to be and how; who is to guide 
her; what sort of investments he has and 
the name of his broker; and gives sug- 
gestions for handling her affairs in the 
future. There are chapters dealing with 
“Why You Need a Will,” “You Can 
Leave Her a Trust Fund,” “What She 
Should Know About Finance,” and “Good 
Investments for a Widow.” It makes easy 
reading and has many a practical hint 
or commentary. 


Pay Contracts with Key Men 


WILLIAM J. CASEY and V. HENRY ROTH- 
SCHILD II. Business Reports, Inc., Roslyn, 
N. Y. 213 pp. $12.50. 


This new study covers 188 company 
pay plans, agreements and clauses used 
by 85 companies in 40 industries to at- 
tract and hold key men. Reflecting the 
realization that straight salary increases 
are not enough under present tax pro- 
grams, the plans studied reveal the use 
of stock options, stock purchase plans, 
deferred pay, profit sharing, death bene. 
fits and expense accounts. They reveal 
methods of protecting the company in 
periods of no profit, as well as the adap. 
tation of cost-of-living clauses ard the 
linking of retirement pay increases ta 
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upward adjustments in the remuneration 
of active executives. Other plans quoted 
spell out methods of dealing with busi- 
ness mergers during long-term contracts, 
provision for family protection, and the 
company’s defense against the possibility 
of competition from a retired employee. 


Since this is a study of executive com- 
pensation only, plans designed to benefit 
all personnel are not included. The actual 
wording is given in each case and the 
names of the companies are used except 
in a few instances where the documents 
have been reproduced from private files. 
The volume supplements Compensating 
the Corporate Executive by Washington 
and Rothschild, and Executive Pay Plans 
by Casey and Lasser. 





ARTICLES OF INTEREST 


Obtaining Gift Tax Exclusion on Gifts 
in Trust: Drafting and Legislative Sug- 
gestions, by Zolman Cavitch: Michigan 
Law Rev., March (Ann Arbor; $1) 


Advancements, by Harold I. Elbert: 
Ibid. 


Rights Accruing to Husband Upon 
Marriage with Respect to Property of 
Wife, by James W. Day: Ibid. April 

Disposition of Partnership Interests: 
Considerations on Death of Partner, by 
Thomas S. Edmonds: American Bar 
Assn. Journal, April (1140 N. Dearborn 
St., Chicago 10; 75¢) 

Gifts to Minors as Present Interests 
for Purposes of Annual Exclusion to 


Complete Banking and Trust 


Service in Philadelphia 





For any type of finan- 
cial or fiduciary serv- 
ice in Philadelphia, get 
in touch with Fidelity 

. a Philadelphia in- 
stitution with 86 years’ 


experience. 


Member Federal Reserve System 


Member Federal Deposit 
Insurance Corporation 


FIDELITY-PHILADELPHIA TRUST COMPANY 


ORGANIZED 1866 


BROAD AND WALNUT STREETS, PHILADELPHIA 9 
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Federal Gift Tax: Note, Columbia Law 
Review, April (Kent Hall, Morningside 
Heights, New York 27; $1.25) 

Failure to Mention Afterborn Chil- 
dren in Will Made While Wife is Preg- 
nant as Showing Intent to Disinherit: 
Note, Kentucky Law Journal (Lexington, 
Ky.; $2) 

Post Mortem Estate Planning, by 
Dwight Rogers & G. Dykeman Sterling: 
Univ. of Pittsburgh Law Rev., Winter 

Stock Purchase Plans for the Rank. 
and-File Employee, by Allan J. Parker: 
St. John’s Law Rev., May (96 Scher- 
merhorn St., Brooklyn 1, N. Y.; $1.25) 

Rights of Bona Fide Purchaser from 
Apparent Devisee or Distributee: Note, 
Ibid. 


Statute of Limitations versus Trust 
Accountings; Note, Ibid. 


Addendum to Notes on Rule Against 
Perpetuities in New York, by Maurice 
Finkelstein: Jbid. 


Selected Estate Corporation Problems: 
Note, Virginia Law Rev., May (Clark 
Memorial Hall, Charlottesville; $1.25) 

Income Tax Project of American Law 
Institute: Partnerships, Corporations, 
Sale of Corporate Business, Trusts and 
Estates, Foreign Income and Foreign 
Taxpayers, by Stanley S. Surrey & Wil- 
liam C. Warren: Harvard Law Rev., 
May (Gannett House, Cambridge, Mass., 
$1) 

Relative Merits of Two Kinds of Trusts 
that Qualify for Marital Deduction, by 
Albert Mannheimer & Henry L. Wheeler, 
Jr.: Taxes, May (214 N. Michigan Ave., 
Chicago 1; 60¢) 

“Deathly” Benefit Payments, by Ar- 
thur Susswein: Jbid., April 

Inequity between Trustees and In- 
surers of Pension Plans, by Richard L. 
Goldman: Ibid. 

Evaluation of Stock under Section 
115(g), by Sydney C. Winton: [bid., 
March 

Liability of Insurance Proceeds for 


Unpaid Income Taxes of Decedents, by 
John C. Pyle, Jr.: Ibid. 


Accountant’s Proper Course of Action 
When He Recognizes Client’s Life Insur- 
ance Needs: Journal of Accountancy, 
May (270 Madison Ave., New York 17, 
75¢) 

Professional Fees: Factors Affecting 
Fee Setting in the Several Professions, 
by Jules Backman: Ibid. 

Trusts of Land and Mineral Proper- 
ties under Louisiana Trust Estates Act, 
by Eugene A. Nabors: Tulane Law Rev., 
April (New Orleans 18; $1.50) 

Valuation of Closely Held Corporation 
Stock, by Donald R. Thompson: The Con- 
troller (1 E. 42nd St., New York 17; 50¢) 

1952 Annual Survey of American Law, 
by authorities in each field: New York 
Univ. Law Rev., Jan. and March (Van- 
derbilt Hall, Washington Sq. So., New 
York 3; $2 each) 
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WHERE THERE'S A WILL 


NEWCOMB CARLTON, former president 
and later chairman of the Western Union 
Telegraph Co., set forth a carefully work- 
ed out trust plan in his will which directs 
that taxes payable on property passing 
under the will as well as on two desig- 
nated policies shall be payable out of the 
state, but all other property includible 
in the estate for tax purposes shall bear 
its own share of the levy. Mr. Carlton, 
yho originated the night letter in 1910 
and the day letter a year later, left his 
atire estate, other than tangible per- 
gnal property (“except currency or 
money”) which he bequeathed to his son, 
in four equal trusts. Trust I is to con- 
tinue during the lives of granddaughters 
4 and B, during which the income is to 
be paid first to one of Mr. Carlton’s sis- 
trs for life, then to his son, next to 
his daughter-in-law, then to granddaugh- 
tr A, and if she leaves no issue at her 
death then to granddaughters B and C 
as long as the former lives. If A and 
B die before Mr. Carlton’s sister, the 
trustees are directed to purchase from 


an insurance company a life annuity of - 


$3,600. The remainder of the trust goes 
to A’s issue, with alternative dispositions 
if there are none. 


Trust II follows the same pattern ex- 
cept that the measuring lives are grand- 
daughters B and C, and the first income 
beneficiary is another sister of Mr. Carl- 
tn. Trust III, for the primary benefit 
of a brother, uses granddaughters A and 
(as the measuring lives, while the last 
trust pays the income to the son for 
life, then to the daughter-in-law, and 
the principal on their death to issue then 
living. The son and Chase National Bank 
of New York are named executors and 
trustees. 


HirAM C. BLOOMINGDALE, vice presi- 
dent of Bloomingdale Bros. (founded by 
his father) division of Federated Depart- 
ment Stores, Inc., devised a parcel of 
real estate on Long Island to his wife, 
together with a legacy of $30,000 to build 
adwelling thereon if there is none, but 
she is not obliged to do so. 


The testamentary plan, which encom- 
passes five codicils as well as the will, 
Provides a trust of $250,000 for Mrs. 
Bloomingdale, from which she is to re- 
ctive not more than $7,200 of the income 
ainually but if the income is less than 
that figure the deficiency will be made 
X out of principal. If she accepts this 
tst in satisfaction of all the testator’s 
dligations to her, contractual or other- 
Wse, another trust of $500,000 is set up 
and Mrs. Bloomingdale will receive its 
Mome as well as any excess income from 
the first trust, and in no event less than 


$8,000 annually, free of income taxes, 
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computed as directed in the will. Upon 
her death the trusts are continued for 
the benefit of two sons. 


The residue of the estate is divided 
into four parts, all to be held in trust: 
one for each son for life and continuing 
for the benefit of his children, and one 
each to be divided among the children 
of the sons, respectively. The trustees 
are directed to pay up to $10,000 annually 
from the principal of the sons’ trusts on 
their written request, plus such further 
sums as the trustees shall determine in 
their discretion. The latter power is given 
to the trustees with respect to all other 
trust beneficiaries. The sons, a brother 
and The Hanover Bank of New York 
were named executors and trustees, but 
the brother renounced his appointment 
in favor of the attorney named by the 
testator as a successor fiduciary. 


SCHUYLER MERRITT, nine times Re- 
publican Representative from Connecti- 
cut, for whom the Merritt Parkway run- 
ning through that state was named, left 
legacies totalling $8,000 among five desig- 
nated servants and $500 each to any 
other in his employ for two years be- 
fore his death. A local church and Stam- 
ford Hospital receive bequests of $10,000 
and $20,000, respectively. Oldest graduate 
of Yale — he would have been 100 years 
of age next December — Mr. Merritt set 
up two trusts of $150,000 each for the 
benefit of his two daughters, with the 
First-Stamford National Bank and Trust 
Co. as trustee as well as sole executor. 


Each daughter will receive the income 
of her trust and the income of the other 
trust upon her sister’s death. The prin- 
cipal upon the death of both beneficiaries 
will be divided equally among the church, 
the hospital, Yale and Vassar College. 
The residue of the estate, which is esti- 
mated will exceed one million dollars, is 
bequeathed outright to the daughters in 
equal shares. 


1953 Legislation on Trusts and Estates 


ARIZONA 


Ch. 85: Increases from $2,000 to $3,500 
size of estate as to which court may dis- 
pense with bond where surviving spouse, 
to whom entire is to be assigned, applies 
for letters of administration. 


CONNECTICUT 


S. B. 91: Permits bank or trust com- 
pany acting as agent for individual trus- 
tees (as well as when trustee in own 
right) to hold stock in name of nominee. 


MAINE 

Ch. 241: Provides for confirmation of 
appointment of trustees by probate judge 
of county in which real estate is situ- 
ated. 

Ch. 301: Permits creation of real 
property joint cenancy with right of sur- 
vivorship by conveyance of owner to 
himself and others as joint tenants. 


NEBRASKA 


Ch. 316: Permits fiduciaries to invest 
in shares of state building and loan as- 








“The heirs are anxious for quick set- 
tlement on this one.” 





Reprinted by special permission of The Saturday 
Evening Post. Copyright 1953 by The Curtis Pub- 
lishing Company. 


sociations and federal savings and loan 
associations without court order of ap- 
proval. 


NEW HAMPSHIRE 


Ch. 97: Dispenses with requirement of 
notice in any probate court proceeding if 
all parties assent or waive notice in writ- 
ing. 


Ch. 109: Adopts Uniform Common 
Trust Fund Act. 


NEW YORK 


Ch. 577: Adopts existing practice of 
charging estate for compensation of coun- 
sel to public administrator in Kings, 
Queens and Richmond Counties, making 
it clear that City of New York has no 
obligation with respect thereto. 


Ch. 715: Extends cy pres power of 
Supreme Court and Surrogate’s Court 
to include absolute gifts to donee for re- 
ligious, charitable, educational or benevo- 
lent purposes, where donee never existed 
or has ceased to exist, by dissolution or 
otherwise, or lacks capacity to take gift. 


OREGON 


Ch. 350: Exempts from prohibition 
against personal representative’s pur- 
chase of estate property, transactions 
made in compliance with another statute, 
or will, contract or other instrument 
executed by decedent. 

Ch. 441: Takes expenses of last illness 
out of third place in order of priority 
for payment of decedent’s debts and puts. 
them in first class with funeral expenses. 


PENNSYLVANIA 


Act 10: Authorizes trustees to receive 
compensation from trust principal be- 
fore end of trust or service. Applies to 
existing trusts. 
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INCOME TAX 


on sale of devised real estate 


Loss 
allowed. Decedent, resident of Pennsyl- 


vania, owned real estate valued for 
estate tax purposes at $330,000. Execu- 
tors were given authority to sell this 
property with consent of majority of 
children, provided that upon sale four 
of children were to receive $35,000 each, 
' and fifth $23,000. In 1946 property was 
sold for $100,000 and on income tax 
returns for that year, each child deducted 
his proportionate share of loss. Com- 
missioner disallowed deduction with ex- 
planation that under will beneficiaries 
received interests in particular real 
property “only in terms of money; title 
to the property passed to the estate and 
not to the beneficiaries.” 


HELD: Loss deduction allowed to 
beneficiaries. In order for Commissioner 
to prevail, it would have to be shown 
that there had been an equitable con- 
version under will. Under Pennsylvania 
law in order to work a conversion there 
must be either positive direction to sell; 
or absolute necessity to sell in order to 
execute the will; or “such blending of 
real and personal estate by testator in 
his will as to clearly show he intended 
to create fund out of both real and 
personal estate and to bequeath fund 
as money.” Commissioner’s reliance on 
second test was not sustainable. Dece- 
dent did not intend to require sale of 
property by executor. Sam S. Brown, 
20 T.C. No. 11, April 14, 1953. 


Trust and corporation not related tax- 
payers under Section 24(b). Taxpayer 
corporation acerued and deducted inter- 
est on notes payable to trust holding all 
of taxpayer’s stock. For over 10 years 
no actual payments of interest were 
made. Commissioner disallowed deduc- 
tions for open years under Sec. 24(c). 
Taxpayer was on accrual basis; trust, on 
cash basis, and it was contended by 
Commissioner that they were related 
taxpayers under Sec. 24(b). 

HELD: Commissioner overruled. Sec. 
24(b) does not disallow losses between 
corporation and trust. Trust is not an 
“individual” under Sec. 24(b)(1)(B) 
which disallows losses “between an indi- 
vidual and a corporation” where individ- 
ual owns more than 50% of stock of 
corporation. John A. Snively, Sr., 20 T.C. 


Ai2 


FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Tax Attorney, Newark, New Jersey 


No. 18, April 22, 1953. Leamont Corp., 
20 T.C. No. 22, April 27, 1953. 


Allocation of executor’s fees as long- 
term compensation is based on entire 
compensation received. Taxpayer claim- 
ed refund of 1945 income taxes, alleging 
that $18,000 fee allowed in 1945, for 
services rendered as executor from 1939, 
was eligible for benefits of Sec. 107(a) 
which permits spreading of income. 
Later, he claimed applicability of back- 
pay provisions of Sec. 107(d) (2) (A) (ii) 
in suit for refund. 


HELD: Refund denied. Though $18,000 
fee was only compensation received in 
requisite three year period, it was not 
80% of “total compensation” received 
for all services as executor since 1939 
Probate court, in awarding fees, con- 
siders all prior services and fees; there- 
fore, $18,009 was paid for entire services 
and not for services since last fee award- 
ed. Executor’s services are not severable. 
Back pay provisions allowing allocation 
of such income where there is “dispute 
as to liability of employer to pay such 
remuneration” is not applicable. There 
was no dispute with estate as to fees 
and no liability until awarded by court. 
Kaufman v. Westover, U.S.D.C., S. D. 
Calif., April 20, 1953. 


Income of trust created to satisfy 
debt taxable to grantor; income taxable 
to creditor’s heirs. Taxpayer was _ in- 
debted to sister for $93,000. In 1941 he 
executed trust in full settlement of that 
indebtedness. Agreement provided that 
sister was to receive annual income of 
not less than $5,000, applied as follows: 
$3,000 upon principal and $2,000 upon 
interest. Upon her death income was 
payable to her heirs or assigns for period 
of trust which was to run for not more 
than 31 years, with remainder to charity. 
For 1942 and 1943 income was held 
taxable to taxpayer and claim for refund 
denied. 

Sister died intestate June 15, 1943, 
leaving as heirs and next of kin tax- 
payer and two nieces who respectively 
inherited right to receive one-half and 
one-fourth of income from trust. For 
years 1945 to 1948, taxpayer reported 
income received from trust. Commis- 
sioner assessed deficiency which taxpayer 
paid and then brought suit for refund. 
Subsequently, Commissioner recomputed 








taxes due and found that taxpayer had 
overpaid to extent of $914.98 by reason 
of inclusion of all trust income in his 
return. 


HELD: Refund of $914.98 granted. In. 
come from trust for 1942 and 1943 was 
includible in taxpayer’s income since 
there was continuing liability for him 
to make payments to his sister. Upor 
sister’s death, however, that liability 
terminated and thereafter he received 
one-half income from trust by reason 
of inheriting the right to it from his 
sister. Balance of income was includible 
in income of other beneficiaries. Deci- 
sion of Court in 1942 and 1943 matters 
did not operate as estoppel because 
property rights and liability of taxpayer 
with respect to years 1945 to 1948 were 
substantially different from those in- 
volved in former action. Mosby v. United 
States, U.S.D.C., Tenn., April 7, 1953. 


Trustee does not have substantial ad- 
verse interest to grantor. Taxpayer 
amended trust to provide for $1,000 per 
month annuity out of income or princi- 
pal, trustee having power to pay out 
principal that it “in its sole discretion 
deems necessary from time to time for 
the proper support, health, comfort, wel- 
fare or maintenance of the trustor.” 
Taxpayer also reserved right to change 
contingent beneficiaries who survive him. 
Taxpayer included in his return income 
actually distributed, but Commissioner 
included all trust income under Secs. 166 
and 167. 


HELD: Commissioner sustained. Trus- 
tee has power to revest corpus in tax- 
payer and accumulate income for his 
benefit. Since trustee was not considered 
as having “substantial adverse interest,” 
income was taxable to taxpayer under 
Secs. 166 and 167. Harry J. Miller, T.C. 
Memo, May 8, 1953. 


ESTATE TAX 


Assignment of insurance purchased 
with annuity considered separate proper- 
ty and excluded from estate. Decedent 
purchased single premium annuity and 
life insurance and irrevocably assigned 
insurance policy in 1935, reserving n0 
incidents of ownership therein. Court 
of Appeals held annuity and insurance 
separate property interests. Accordingly, 
court concluded that assignment of in- 


TRUSTS AND ESTATES 






missic 
ould 
treate 
q tral 


HE 
son Vv 


1953. 


Pro 
transi 
taxab 
ownir 
with 
contr’ 
Powe 
tion | 
serve 
sione’ 
estate 
consi: 


HE 
device 
into 1 
sive 
acter 
LC. 


Fu 
gross 
pay 
non-1 
modi 
trust 
polic 
or pi 
dent 
ceive 
drav 
no ii 
1932 
creti 
dece 
ed i 
bone 
inco 
used 
give 
and 
ame 
ined 
trus 
(B) 
wif 
(Lit 
exe] 
E 
ane 
ine 
pov 
ing 
hay 
pre 
und 
pov 
De 
wif 
Nei 


Ju 





* had 
2ason 
1 his 


1. In. 
was 
since 
him 
Jpor 
dility 
2ived 
ason 
| his 
dible 
Jeci- 
tters 
ause 
ayer 
were 
in- 
vited 
03. 


ad- 
ayer 

per 
inci- 

out 
tion 

for 
wel- 
or. 
nge 
rim, 
ome 
ner 
166 


rus- 
aXx- 

his 
red 
st,” 
der 
LS. 


sed 
er- 
ent 
und 
1ed 


urt 
nce 
ly, 
in- 


surance reserving no rights therein con- 
stituted basis for excluding proceeds 
fom decedent’s estate. It rejected Com- 
pissioner’s argument that insurance 
vould not be issued without annuity and, 
treated as one contract, decedent made 
atransfer reserving income for life. 


HELD: Affirmed, per curiam. Harri- 
wn v. Bohnen, U. S. Sup. Ct., May 4, 
1953. 


Property owned as tenants by entirety, 
tansferred to passive, revocable trust, 
txable to decedent. Decedent and wife, 
wning property as tenants by entirety, 
with respect to which wife had made no 
entribution, transferred realty in trust. 
Powers of management, control, revoca- 
ton and all rights to income were re- 
srved during their joint lives. Commis- 
sioner included entire trust in decedent’s 
state under Sec. 811(e), since entire 
consideration was furnished by him. 


HELD: Commissioner sustained. Trust 
device did not change tenancy by entirety 
into tenancy in common. Trust was pas- 
sve and did not change taxable char- 
ater of property. Estate of Derby, 20 
1.C. No. 20, April 24, 1953. 


Funded insurance trust included in 
gross estate where trustee directed to 
pay premiums on insurance. Decedent, 
non-resident alien, created trust in 1931, 
modified in 1932, which provided that 
tustee pay premiums on any insurance 
policies held in trust from trust income, 
or principal if income insufficient. Dece- 
dent reserved right to add policies, re- 
ceive dividends, earnings, etc. and with- 
draw any policy from trust. There were 
ti) insurance policies held in trust after 
1932 modification. In trustee’s sole dis- 
tetion excess income was payable to 
decedent. Decedent’s wife created fund- 
ed insurance trust simultaneously with 
bonds given to her by decedent. Trust 
inome and her personal funds were 
wed to pay premiums. Decedent was 
given power to control trust investments 


and his consent was needed to alter,- 


amend or revoke trust. Commissioner 
inluded entire corpus of decedent’s 
ttust in gross estate under Sec. 811(c) (1) 
(8B) and non-insurance assets of his 
Wife’s trust under Secs. 811(c) and (d). 
(life insurance on non-resident alien 
excluded by statute from gross estate.) 


HELD: Though there was no insur- 
ace in trust, decedent retained right to 
ome from trust for life through his 
Power to add policies to trust, reserv- 
lg income therefrom and his right to 
have income and principal used to pay 
Premiums. Principal was also includible 
under See. 811(d) since decedent reserved 
Power to withdraw insurance policies. 
Decedent was not taxable on value of 
wife's trust, however, since he was 
Nether directly nor indirectly grantor 


Jung. 1953 


thereof. Estate of Resch, 20 T.C. No. 21, 
April 27, 1953. 


Deduction disallowed for alleged debt 
which decedent was under no obligation 
to pay. Decedent was stockholder and 
officer of corporation which upon his 
instructions had advanced money to one 
May. Executors took deduction for that 
amount on Federal Estate Tax return, 
claiming that it was debt owed by dece- 
dent. They also took deduction for value 
of decedent’s interest in life vans of 
goods in Holland that had been seized 
by German Government. Before bring- 
ing suit for refund, executors filed suit 
against corporation in State court to 
collect money which they claimed corpo- 
ration owed to decedent’s estate. Corpo- 
ration filed cross-bill alleging that dece- 
dent owed amount representing money 
advanced to May on instructions of dece- 
dent. Case was heard within ten days 
and decree entered for corporation. 


HELD: Commissioner sustained as to 
disallowance of debt deduction but de- 
duction for loss in Holland allowed. 
There was no legal obligation of dece- 
dent to pay corporation amount that was 
actually debt of another. State court suit 
was not such bona fide litigation or 
controversy as to bind Government in 
accepting decree. May v. Henslee, U.S. 
D.C., Tenn., Dec. 12, 1952 


Reserved powers in decedent as trus- 
tee make trust includible in estate. Dece- 
dent had established trusts for his wife 
and seven children, substantially identi- 
cal in terms, naming himself as trustee. 
Commissioner included value of trusts in 
decedent’s estate under Sec. 811(c) and 
(d). 

HELD: Trusts were included under 
See. 811(c)(1)(B) because decedent re- 
tained powers as trustee, without suffi- 
cient external standard, “to designate 
the persons who shall possess or enjoy 
the property or the income therefrom.” 
Decedent retained sole discretion to allo- 
cate between income and principal and 
distribute or accumulate income. These 
powers also made trusts taxable under 


Sec. 811(d). Accumulations of trust in- 
come, however, were not included in 
decedent’s estate. Estate of McDermott, 
T.C. Memo, April 30, 1953. 


Evidence did not rebut presumption 
funds in decedent’s possession were own- 
ed outright. Decedent, controlling stock- 
holder of foreign corporation, was cred- 
ited for $200,000 from corporation’s do- 
mestic account in 1940. Balance in ac- 
count at death ($185,847) was included 
in his taxable estate. Claim for refund, 
based upon decedent’s liability to repay 
sum credited to corporation, was dis- 
allowed by Commissioner. 

HELD: Refund denied. Presumption 
that payment was reecived in discharge 
of obligation and not creation of one 
was not successfully refuted. Decedent 
treated funds as his own prior to death. 
Evidence to contrary produced by lega- 
tees who now control the corporation was 
disregarded as self-serving. Mayer v. 
Higgins, U.S.D.C., 8. D. N. Y., April 24, 
1953. 


Girt TAX 


Value of mortgage received decreased 
because of interest rate. Taxpayer gave 
real estate’ to two children, receiving 
note for $172,518 secured by mortgage 
payable over 34 years at 24% interest. 
Prevailing rate of interest was 4%. 
Commissioner asserted gift tax defici- 
ency, contending transaction constituted 
bargain purchase, gift consisting of 
difference between fair market value of 
property, namely $245,000, and value of 
note, $134,538, 


HELD: Commissioner sustained. Fair 
market value of property was conceded 
to be $245,000. Fair market value of 
note, rather than face value, controls in 
light of low interest rate and deferred 
maturity date. Gertrude H. Blackburn, 
20 T.C. No. 26, April 29, 1953. 


Release of reversion pursuant to com- 
promise of litigation not considered tax- 
able gift. Grantor transferred property 
in trust to petitioner as trustee. Agree- 
ment provided for reversion of property 


SERVING BENEFICIARIES OR MANAGING PROPERTY 


IN 47 STATES AND 16 FOREIGN COUNTRIES 


FIDELITY TRUST COMPANY 
PITTSBURGH, PA. 





473 











to grantor if trust was held invalid under 
Illinois law. Trustee sued for accounting 
and construction of trust. On advice of 
counsel, grantor compromised litigation 
by agreeing to deletion of reversionary 
interest. Commissioner assessed gift tax 
deficiency on basis that release of rever- 
sion constituted completion of gift. 


HELD: Commissioner overruled. Ac- 
tion by taxpayer settling litigation had 
no donative intent. Transfer could not 
be considered as one for less than ade- 
quate consideration and subject to gift 
tax. Release from unliquidated claims 
has recognizable value in money or 
money’s worth. Chase National Bank, 
T.C. Memo, April 28, 1953. 


Transfers attributable to divorce de- 
cree rather than to promise or agree- 
ment not taxable gifts. In 1933, in con- 
templation of divorce, taxpayer made 
separation agreement providing for cre- 
ation of trust to compensate wife for 
relinquishment of support, dower and 
other marital rights. Agreement pro- 
vided that in event of subsequent divorce, 
its terms could be incorporated in decree, 
without being modified in any manner. 
Wife was to receive income from trust, 
with remainder at her death to taxpayer. 
Approximately four months after trans- 
fer, taxpayer obtained absolute decree 
of divorce in Maine. Decree made no 
mention of trust or separation agree- 
ment. Shortly thereafter, taxpayer ob- 
tained ruling from Internal Revenue 
Bureau that he would be taxable on 
income from trust but that transfer was 
not subject to gift tax. 

Taxpayer married again and some 
years later he entered into separation 
agreement with second wife, which also 
provided for creation of two trusts for 
wife’s benefit. Income of $500 per month 
was to be paid to wife and any excess, 
plus remainder, was to go to daughter. 
Second trust consisted of one-third in- 
terest in remainder of trust created for 
first wife. Income payments of $500 were 
to be made to second wife, beginning 
upon death of first wife. Remainder was 
to go to daughter. Wife obtained divorce 


in Nevada in 1942 and agreement was 
incorporated in decree. One week later, 
transfer to trusts became effective. 

Taxpayer filed gift tax return for 
1942, but reported himself as taxable 
only on remainder interests passing 
under trust agreements. Tax Court held 
that transfers to both first and second 
wives were taxable to extent they ex- 
ceeded value of respective support rights 
in trusts. 

HELD: Transfers to first wife consti- 
tuted taxable gifts, but statute of limi- 
tations prevented assessment of gift 
tax. They could be used, however, in 
computing 1942 tax, as gift tax rates 
are cumulative. Transfers to second wife 
were not taxable gifts. Transfers to 
first wife were made prior to divorce 
and were thus transfers founded upon 
promise or agreement and, as such, were 
transfers without idequate and full con- 
sideration. Transfers to second wife were 
made after entry of divorce decree, and 
source of rights and obligations of par- 
ties must be attributed to divorce decree 
rather than to promise or agreement 
and hence did not have to be supported 
bv “adequate and full consideration.” 
McMurty v. Comm., U.S.C.A.—1, April 
13, 1953. 


Gift to minor children in trust with 
principal payable to beneficiary at 35 
is gift of future interest. Taxpayer exe- 
cuted four separate trusts, one for each 
of his four children, none of whom was 
over eight years of age. Each instrument 
provided that income was to be paid to 
wife of grantor, to be applied in her 
discretion for benefit of beneficiary until 
age 21. Thereafter, income was to be 
paid direct to beneficiary, until age 35, 
when trust was to terminate. Commis- 
sioner determined that gifts were gifts 
of “future interests” and therefore no 
annual exclusion was allowable. 

HELD: Commissioner sustained. En- 
joyment of principal was deferred until 
beneficiary attained age 35. Therefore, 
gifts were of future interests. While 
exclusion might be allowable as to in- 
come, income here was not capable of 
valuation since mother had right to de- 
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mand additional funds for adequate edu. 
cation and maintenance of beneficiary, 
This right to invade principal rendered 
each trust entirely exhaustible and gifts 
of income were thus incapable of valua- 
tion. Tyler v. Comm., T.C. Memo, April 
16, 1953. 


BUREAU RULINGS 


Proceeds of life insurance transferred 
to partnership by partners exempt from 
tax. Partnership acquired life insurance 
policies as capital contributions to be 
used to fund partnership interest retire- 
ment. Proceeds of insurance assigned 
to partnership will not be subject to 
income tax under Sec. 22(b)(2), pro- 
viding for tax where insurance is as. 
signed for valuable consideration. Gen- 
eral rule does not apply where trans- 
feree’s basis is determined by basis of 
transferor. Sec. 113(a) (13) provides that 
basis of insurance is same for partner- 
ship as in hands of partner. Therefore, 
whether assignment of insurance is for 
valuable consideration or not, insurance 
proceeds will not be taxable to partner- 
ship. Rev. Rul. 72, 1.R.B. 1953-10, p. 4. 


Insurance premiums not deductible 
when proceeds payable to surviving part- 
ners. Taxpayer, principal 
partnership, who purchased insurance 
on his life, irrevocably designating co- 
partners as sole beneficiaries, cannot de- 
duct premium payments under Sec. 23 
(a)(1). Taxpayer’s purpose was to pro- 
tect co-partners against loss on _ his 
death and to induce them to retain their 
partnership interest. Taxpayer was con- 
sidered indirect beneficiary of policies 
under Sec. 24(a)(4), which disallows 
deduction in such situation. I.T. 1340, 
to the contrary, is revoked. Rev. Rul. 73, 
LR.B. 1953-10, p. 10. 


Bureau procedure for handling powers 
of attorney. Procedure has been outlined 
for handling powers of attorney in all 
Federal tax matters, except alcohol and 
tobacco taxes. All powers filed in field 
are filed with local director. Those filed 
with bureau should be marked for atten- 
tion of Power of Attorney Clerk, Office 
of Director of Practice. No longer will 
Forms 787 and 788 be forwarded to 
bureau; records will be kept at bureau 
only of powers directly filed there. Notice 
of revocation of or substitutes of powers 
of attorney will be sent to bureau only 
when original power has been filed there. 
Rey. Rul. 70, I.R.B. 1953-9, p. 34. 


Canadian timber licenses not real 
property located outside United States. 
Canadian timber licenses renewable an- 
nually upon payment of fees and per- 
formance of conditions thereunder con- 
stitute personal rather than real pro- 
perty outside United States. Thus, value 
of such license is includible in resident 
citizen’s gross estate under Sec. 811(a). 
Rev. Rul. 65, I.R.B. 1953-9, p. 27. 
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RECENT FIDUCIARY DECISIONS 


ASSETS — Administration — Execu- 
trix May Not Claim Title to Dece- 
dent’s Realty Inconsistent with 
Deed She Gave Individually 


United States—Court of Appeals, 
District of Columbia Circuit 

Jamison v. Garrett, No. 11568, decided April 

30, 1953. 

In 1946 appellant Maude Jamison was 
in possession of real estate, record title 
t) which was in the name of the testatrix 
Sarah Jamison. In February, 1946, Sarah 
Jamison sold the property to‘ appellee 
Sallie Garrett who filed an ejectment ac- 
tion against Maude Jamison. The latter’s 
defense was that the testatrix had only 
nked legal title and that equitable title 
longed to Maude Jamison by virtue of 
am oral contract under the terms of 
which Sarah Jamison retained only a 
tight to live in the premises until her 
death at which time Maude Jamison was 
to acquire record title of the property 
ty the will of Sarah Jamison. 


In 1947 the ejectment action was set- 
ted by a stipulation which provided that 
Sallie Garrett would pay Maude Jamison 
$1500 in consideration of the latter exe- 
cating a quitclaim deed to the property. 
Thereafter, Maude Jamison as executrix 
and sole beneficiary of the will of Sarah 
Jamison filed suit to set aside the sale 
if the real property by the testatrix on 
the grounds of incapacity, inadequacy of 
consideration and inducement of the sale 
ly threats and undue influence. She con- 
tnded that the prior judgment in the 
ectment action is not res judicata since 
she was sued in her individual capacity 
while now she sues in her representative 
tapacity to enforce a right which was 
personal to her testatrix. The District 
Court granted appellee’s motion for sum- 
nary judgment. 


HELD: Affirmed. Maude Jamison as 
txecutrix may not claim title incon- 
sistent with the effect of the quitclaim 
deed which she gave individually as part 
if the settlement of the prior litigation. 
Her success in this litigation now pur- 


| Sled as executrix would inure solely to 


her individual benefit as she is the sole 
beneficiary under the will. This being 
%, the ordinary distinction between her 
tpresentative and her individual capaci- 
ty is not material. 


ASSETS — Administration — Power 
to Designate Trust Companies Ex- 
tended to Alien Non-Residents 


New York—cCourt of Appeals 
Matter of Weil, decided April 16, 1953. 


Prior to 1948 a person otherwise en- 
titled to act as administrator but disqual- 


| ied beeause he was both an alien and a 


Non-resident of New York could not 


June 1953 


designate a trust company to act as ad- 
ministrator. The combination of alienage 
and non-residence disqualified him. Since 
he could not act himself he could not 
designate another to act. In 1948 Section 
100-a, subd. 2, par. (a) of the Banking 
Law was amended so that a trust com- 
pany could be appointed guardian, trustee, 
or administrator on the application or 
consent of any person acting as: such 
or as an executor or entitled to such ap- 
pointment “irrespective of whether such 
person would himself be disqualified from 
acting by reason of his being an alien 
or non-resident of this state.” Under this 
amendment could a person who was an 
alien and a non-resident designate a trust 
company? 


HELD: The 1948 amendment permits 
a person who is both an alien and a non- 
resident to designate a trust company to 
act in his stead. The history of the legis- 
lation makes it clear that this was in- 
tended. Any other interpretation would 
render the amendment meaningless since 
neither alienage nor non-residence dis- 
qualified a person. The words “and” and 
“or” are interchangeable when the sense 
of the statute requires it. 


ASSETS — Administration — Right to 
Appointment as Administrator 


Washington—Supreme Court 

Estate of Leith, 142 Wash. Dec. 205 (March 

12, 1953). 

Agnes Leith died intestate June 5, 
1952, leaving as her next of kin, four 
nieces and five nephews. One of the 
nieces, Mary Teuke, petitioned on June 
12 that her daughter, Alyce Ekstrom, be 
appointed special administratrix. On 
June 18, she petitioned that Alyce be ap- 
pointed general administratrix. The hear- 
ing was set for June 30, and the statu- 
tory notice given. Just prior to the hear- 


ing on June 30, another niece, Gertrude 
Ludden petitioned that she be appointed 
administratrix. After the hearing, the 
court ruled that it would appoint Alyce. 
On July 11, prior to entry of a formal 
order appointing Alyce, the relators, 
nieces and nephews, petitioned for the 
appointment of Frank Benner, a nephew, 
as administrator, and moved for a re- 
consideration of the court’s previous de- 
cision, and for a hearing on relator’s 
petition. Relators’ argument is that their 
proposed appointee, a nephew, has the 
superior right to appointment over that 
of a daughter of a niece. 


The statute provides for the appoint- 
ment of next of kin in order, including 
nephews or nieces, and “if the persons 
so entitled fail for more than forty days 
after the death of the intestate to peti- 
tion for letters, ...or if it appears... 
that there are no relatives or next of kin, 
as above specified, eligible to appoint- 
ment, or they waive their right, .. . 
then the court may appoint any suitable 
person...” 


HELD: Appointment of Alyce affirm- 
ed. The statute does not provide that 
there shall be no appointment until forty 
days have elapsed and the preferred right 
given next of kin is not absolute. If a 
person in the preferred class petitions 
the court within the forty day period, 
as was done here, and gives the statutory 
notice of hearing on the petition, the 
court acquires jurisdiction to appoint a 
suitable person at the hearing held pur- 
suant to the notice, without waiting for 
the forty-day period to elapse. The ap- 
pointee need not be a member of the 
preferred class. All interested persons, 
including other members of the preferred 
class, must appear at such hearing or be 
foreclosed from later consideration. 
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CHARITABLE TRusTS — Valid Pur- 
pose Found by Court — Substitute 
Trustee Appointed 


Texas—Court of Civil Appeals 
Taysum v. El Paso National Bank, 256 S.W. 
(2d) 172. 
After certain specific bequests the 
testatrix disposed of the residuary estate 
as follows: 


“The residue of my estate after burial 
expenses have been paid, as well as taxes, 
and costs of administering my estate have 
been paid, I wish to be used to set up a 
research foundation in electricity, and so 
to carry on the work done by my husband 
while he was alive. This foundation to be 
named in his honor, and I leave the de- 
cision as to where it shall be located and 
how it shall be operated to J. Mayo Lenz 
of Chicago, Illinois, and also to Floyd C. 
Best of Elkhart, Indiana.” 


Lenz and Best refused to act in any 
capacity and the bank was appointed sub- 
stitute trustee by the trial court, which 
sustained the residuary disposition as a 
charitable trust. 


HELD: A valid public charitable trust 
was created by the will. It was not too 
indefinite for enforcement. The powers 
conferred on Lenz and Best were not 
personal and might be exercised by a 
trustee appointed by the court. 


DISTRIBUTION — Arrearage of An- 
nuities Payable on Sale of Trust 


Property 


Missouri—Supreme Court 

Bolles v. Boatmen’s National Bank, 255 S.W. 

(2d) 725. 

Testator devised and bequeathed his 
residuary estate in trust for twenty 
years, the trustee to pay certain an- 
nuities semi-annually to named _indi- 
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viduals and the remaining net income 
semi-annually to the State Treasurer for 
public school purposes. Upon the termina- 
tion of the trust the corpus was to be 
paid over to the State Treasurer for pub- 
lic school purposes. 


Only a small amount of personal prop- 
erty was in testator’s estate at his death. 
Because of considerable litigation the 
trustee did not gain possession or control 
of any real property until nearly eigh- 
teen years after testator’s death. No pay- 
ments whatsoever had been made to any 
of the annuitants. All of the income of 
the trust estate had been used to pay 
debts, claims and expenses of administra- 
tion. 


Upon the termination of the trust, suit 
was brought to construe the will. The 
trial court held that the annuities were 
charges against all the assets of the 
estate from and after six months after 
testator’s death, that all such accumu- 
lated annuities should be paid, and that 
the trustee should sell the real estate at 
any time prior to five years after 
termination of the trust. 


HELD: Reversed and remanded with 
direction to modify with respect to sale 
of real estate. Even though some of the 
annuitants had been contestants in a 
suit in which the will was sustained, they 
were not for that reason barred from 
taking under the will, nor were they 
estopped to claim under the will. It was 
clearly the testator’s intention that the 
annuities were to commence six months 
after his death and that they were to be 
paid only out of income arising from the 
trust estate. Where income-producing 
property is given with direction to pay 
income it will be presumed that the 
testator intended the benefit to begin at 
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once. The use of the rentals and other 
income by the administrators to discharge § 
claims and pay taxes and administration 
costs was not a diversion of trust funds, 


Although the trustee was not given 
the power to do so in the will it would 
best accomplish testator’s purposes for 
the court to give the trustee power to 
pay the annuities. There had been net 
income from the assets even though it 
had been necessary lawfully to divert to 
other purposes. The court would attempt 
to authorize what it thought testator 
would have authorized had he anticipated 
the necessity for altering his plan. 








With respect to sale of property upon 
termination of the trust, testator had di- 
rected that it be sold within five years 
thereafter. The trustee should not have 
been directed to sell it any time within 
the five years but at any time in that 
period when in its judgment and discre- 
tion a sale could be effected under the 
conditions specified by the testator. 
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DISTRIBUTION — Condition Prece- Me's 
dent to Bequest Not Fulfilled — gi li 
Conditional Gifts grand: 

California—District Court of Appeal = 9 
Estate of Catlett, 117 A.C.A. 367 (Apr. 14,8 
1953). trusts 
Mrs. Catlett died Nov. 13, 1950. Ong’ 

Oct. 7, 1950, she had gone to a hospital, = 

removing from there to a nursing home a 

on October 14th where she remained un- trast 

til her death. On Oct. 10th while in the bik 
hospital she executed a will giving the ae 
residue of her estate to Mrs. Allen, pro- 
vided that a trial arrangement should — 
prove successful whereby testatrix was tr the 


to receive board and lodging for $50 a 
month in a home to be provided by Mrs. & Fou 
Allen, with certain other conditions all Bm 
dependent upon occupancy by testatrix «uri 


of a room to be provided by Mrs. Allen & apro 
in the latter’s home. The will further Bw; | 
provided that if the trial arrangement & (15/4 
did not succeed, the residue of the I ayar 
estate should go to a cousin and a step- ded - 
granddaughter. tst 
HELD: Decree so distributing the resi- pe 
due affirmed. Will stated a condition pre- 60 
cedent which was never complied with th : 
(compliance with it proved to be impos- me 
sible due to the testatrix’s early death). . 
The condition not having been complied Poe 
with, the bequest to Mrs. Allen failed. = 
Respondent executrix was a proper HE 
party to the appeal, it being her duty — *#ee 
to protect the interest of beneficiaries of ante 
the estate, which interests would be af- se 
fected by reversal or modification of the dn 
decree. thing 
NOTE: The only named respondent is J "id 
Shirley Catlett, the granddaughter, who J shin! 
took half the residue. It would seem that § ™ i 
in defending against reversal she was "th 
protecting her own interest as well as = 
that of the other residuary legatee. ‘p 
Juve 
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‘We'll never be able to make ends meet, 
3 long as you insist on the luxury of 
staying out of debt!” 


DSTRIBUTION — Effect of Decline in 
Values 


Pennsylvania—Supreme Court 
Kneedler Estate, decided March 23, 1953. 


Testator’s estate was insufficient by 
$000 to pay the pecuniary legacies and 
tusts created by the will. The largest 
gits were $30,000 in trust for his son 
fr life and $15,000 in trust for his 
gandson until age 30, at which time 
te principal was to be paid to him. By 
agreement of all parties in interest, the 
tusts were set up, small payments on 
acount were made on some legacies and 
payment of the remainder of the legacies 
anounting to the difference of $3,000 was 
deferred until the termination of the 
tust for the son. The estate consisted 
lagely of unconverted securities and the 
agreement provided that the distribution 
uder the agreement should be at inven- 
try values. The agreement was approved 
the Court. 


Four years later, in 1941, the grand- 
mi attained age 30. The $45,000 of 
urities in the two trusts were worth 
aproximately $17,000 so the grandson 
ws awarded his proportionate share 
(5/45) or $5,600 and the balance was 
warded in trust for the son. The son 
ted in 1950 and the principal of his 
tust valued at $12,000 fell into the 
tidue. The grandson then claimed out 
the residue the difference between 
600 and $15,000, on the ground that 
tk securities were not worth their in- 
Yatory value at the time of the agree- 
Pg The lower court rejected this 
chim, 


HELD: Affirmed. The purpose of the 
ateement was to separate the trust 
‘sates from the personal estate and to 
‘bine the trusts at their inventory 
Viue into a single trust and to give each 
ofthe beneficiaries proportionate rights 
‘tineome. Resort cannot be had to the 
Tiduary estate to make up for the 
Shinkage in assets. The agreement did 
Mt indicate that the securities were 
Werth less than their inventory value and 
did not indicate that the payment of 
the Principal to the grandson at age 30 


Juve 1952 


was to be deferred until the termination 
of the son’s trust. The $15,000 of secur- 
ities awarded to the grandson by the 
agreement were in full satisfaction of 
any claim he might have against the 
estate. He cannot question the value of 
the securities now as that would be per- 
mitting a review after the statutory 
limit of five years had elapsed. 


DISTRIBUTION — Rights of After-born 
Child Designated as Co-beneficiary 
of Insurance Policies 


New York—Court of Appeals 
Matter of Faber, 305 N. Y. 200. 


When he signed his will the testator 
had a wife and one daughter. His will 
directed that his estate (which amounted 
to $54,000) be held in trust to pay $10 
a week to his father and $50 a week to 
his wife, that the corpus could be used 
for her “comfort and support,” and that 
the remainder of the trust should go to 
their daughter. After he signed the will 
another daughter was born, and the 
testator named her co-beneficiary with 
the first daughter of $29,000 of insur- 
ance on his life. Section 26 of the De- 
cedent Estate Law provides that a child 
born after the signing of the testator’s 
will and “unprovided for by any settle- 
ment” shall take an intestate share if 
the child is not provided for nor men- 
tioned in the will. Was the designation 
of the after-born daughter as co-bene- 
ficiary of the life insurance a “settle- 
ment” within the meaning of Section 26. 


HELD: The designation of the after- 
born child as a beneficiary of the life 
insurance was a “settlement” within the 
meaning of the statute. The legislative 
objective was to assure provision for 


after-born children only if, through over- 
sight, they were omitted. The touchstone 
is intent and the fact situation in each 
case must be considered to determine 
whether the parent intended an out-of- 
will provision to serve the purpose of a 
settlement. By these tests it was clear 
that to permit the after-born child to 
take an intestate share would have com- 
pletely thwarted the testator’s obvious in- 
tentions. The statute does not require 
any specific kind of settlement and a set- 
tlement may be effected before or after 
the date of the will. 


INVESTMENTS — Trustees Absolved 
of Liability for Loss 


Pennsylvania—Supreme Court 
Mereto Estate, 96 A. (2d) 115. 


Testatrix died in November 1929; her 
will appointed a trust company and her 
nephew as directors and trustees. She 
gave the income of her residuary estate 
to her nephew and a grand-nephew for 
their lives and for the life of the sur- 
vivor with remainder to the survivor’s 
issue. The nephew died without issue in 
1950, survived by the grand-nephew and 
his minor daughter. The will authorized 
retention of investments. 


At her death, testatrix owned 5250 
shares of U.G.I. common, of which 3550 
shares were sold by the executors at a 
gain. The remaining 1700 shares were 
taken into the trust at 20% or $34,850. 
In 1934 when the price was 20, the trust 
company suggested the sale of some of 
the stock and an order was put in to sell 
1000 shares at 23. It never went above 
20%. In 1937 the trust company sug- 
gested sale at 14 but the co-trustee dis- 
agreed. However, an order to sell 1000 
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shares was then placed but only 200 
shares could be sold at that price. In 
1942 when the stock was about 4, the 
trust company recommended generally 
the retention of U.G.I. because its liquida- 
tion value was around 7, but in this trust 
the remaining 1500 shares were sold at 
that time at 4 and 4%. 


The result of the sales was a 75% loss 
in the appraised value of the stock. The 
daughter’s guardian claimed a surcharge 
for failing to sell at 20 in 1934, at 14 
in 1937 and in failing to retain in 1942. 
The lower court refused to surcharge. 
The guardian appealed. 


HELD: Affirmed. The common skill, 
prudence and caution required of a trus- 
tee include the careful attention and con- 
sideration, skill and judgment that a 
prudent man would exercise under sim- 
ilar circumstances in the management of 
his own estate. No evidence was offered 
of any abuse of discretion or breach of 
duty by the trustees in failing to sell 
at the market in 1934 or 1937, nor was 
any reasonable cause or necessity shown 
for such a sale. The sale in 1942 in face 
of the bank policy to retain was based 
on factors which were peculiar to this 
particular trust and it cannot be said 
that the trustees in light of all the 
facts then existing or reasonably for- 
seeable failed to exercise common skill 
and prudence in selling the stock at 
that time. 


PowErRs — Limitations — Exercise 
of Right in Trustee to Purchase 
Stock at Fixed Price from Trust 
Not a Breach of Trust 


New Jersey — Supreme Court 
Rosencrans v. Fry, 95 A. (2d) 905. 


Testator bequeathed residue of estate, 





inclusive of stock in Florida Corp., to 
trustees with income to his wife for life 
and remainder over to two nephews. Fry, 
co-trustee with wife, was given right to 
purchase all or any of stock at $25 per 
share for five years after death of wife 
and also during existence of trust. Fry 
was a director of corporation, and also 
its president. He pursued an expansion 
program which substantially increased 
the value of the shares. In 1946, Fry 
elected to exercise option but refrained 
from purchasing stock through actions 
taken by the widow, co-trustee. 


Lower court held Fry had right to 
purchase stock under will and that he 
was not liable for breach of duty as 
trustee. Case was certified to Supreme 
Court on own motion. 


HELD: Affirmed. Trustee’s election to 
exercise option to his personal gain was 
not conclusive of a breach of trust where 
fiduciary and business responsibilities 
were not unfairly discharged. Such deal- 
ings were assumed to have been contem- 
plated by testator. 


SPOUSE’S RIGHTS — Election of Wid- 
ow May Be Revoked Within 
Statutory Period 


Arkansas—Supreme Court 
Townson v. Townson, decided Feb. 16, 1953. 


T died on Feb. 12, 1951, and his will 
was admitted to probate on Feb. 15. On 
the same date his widow filed with the 
probate clerk an instrument by which 
she declared that she elected to take only 
property left to her by her husband’s 
will. On August 9, 1951, she filed a sec- 
ond pleading by which she undertook to 
rescind her earlier action, and to re- 
nounce the will. 
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HELD: Unless a distribution of the 
estate had been made in reliance on he 
election, the widow may revoke her ae 
tion at any time within the period or} 
ginally allowed for her decision. 


TAXATION — Estate & Inheritance 
Widow’s Election Against Will De 
prives Her of Favorable Apportion 
ment Clause 


New Mexico—Supreme Court 
In re Gallagher’s Will, 255 P. (2d) 317. 


Decedent’s estate for federal estate tax 
purposes consisted of community proper. 
ty, joint tenancy property and insurance 
policies. His will disposed of all his sepa. 
rate property and all community proper. 
ty. The widow renounced the will and 
took the joint tenancy property and her 
half of the community property. 


The will provided for payment of all 
taxes, due by reason of death, ete., out 
of testator’s residuary estate, but further 
provided that in the event his wife elected 
to take her community interest, then 
“*** the remaning provisions *** (of the 
will) disregarding those in favor of my 
said wife, shall be carried into effect.’ 
On final accounting, a disagreement arost 
as to how the federal estate taxes should 
be apportioned. 


HELD: Where widow makes an elec. 
tion and will provides that in such cas 
remaining provisions of will, disregarding 
those in favor of wife, shall be carrie( 
into effect, then provisions for payment 
of estate tax are not available to widov, 
and she is properly chargeable with por- 
tion of estate tax attributable to joint 
tenancy property and her share of com- 
munity property. Assets not required 
to be probated but included in gross 
estate for federal estate tax purposes, 
must bear their proportionate share of 
the tax burden. 


WILLs — Construction — “College 
Education” Construed to Mean 
Undergraduate Studies in Bequest 
of Sums for That Purpose 


New Jersey—Superior Court 
Epstein v. Kusin, 95 A. (2d) 753. 


Testatrix devised realty to sons, dif 
recting them to contribute specified “t 
nual amounts towards expense for a col 
lege education for her grandson. Saidl 
sums were to be contributed until the} 
grandson completed his college educa) 
tion. Grandson completed undergraduat 
course and entered medical school. i 


HELD: Grandson not entitled to sup} 
plemental educational allowance. Trad: 
tionally, “college education” means a reg 
ular course of study for an undergraduat 
leading to a bachelor’s degree. Evident 
received by trial court regarding test#} 
tor’s intention that her grandson becom) 
a doctor was incompetent. 
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(ficials, notaries and witnesses signing trust indenture covering $7,000,000 Texas Electric 
Service Co. bonds on April 16 in Fort Worth National Bank’s library. This issue brought 
the total amount of the company’s bonds for which the bank is trustee to $64,500,000. Com- 
pany and bank representatives executed 205 copies of the indenture. each requiring 12 
signatures. A total of 1,025 seals were affixed -— company, bank and notary. Seated, from 
left to right are: Vernon Forrester, Emory Cantey (T. E. attorney), James Becker, John 
Hubbard, H. C. Enas, Mrs. Nellie Phillips, J. B. Thomas (T. E. president), Guy Price 
(vice president and trust officer), Perry Davis (T. E. vice president), Ralph Hester (T. E. 
assistant secretary), F. F. Nelson, Mrs. Ruth Schmickle, and Mrs. Ruth Mayo. Standing, 
at left, is W. W. Staplin, (New York attorney for T. E.). and at right, F. O. Shelton (vice 
president and trust officer). 





WILLS — Construction — Remain- 
der Interest after Death or Re-mar- 
riage of Testator’s Widow Held to 
be Contingent 


Tennessee—Supreme Court 

Third National Bank in Nashville v. Harrison, 

256 S.W. (2d) 711. 

By his will testator left the income 
from his entire estate to his widow dur- 
ing her life, provided that she remained 
umarried. The will provided that if she 
should re-marry, the income from the 
estate should thereafter be divided 
equally among her and testatrix’s three 
sons “during their lives and at their 
death to their legal heirs.” The will 
further provided that if the widow should 
remain unmarried until her death, then 


| at her death the income from the estate 
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F should be divided equally among the 


three sons, or their heirs. The widow 
hever remarried. 


One of the three sons predeceased the 
Widow, leaving no issue. His only heirs 
at law, therefore, were his two brothers 
and their issue. This son left a_ will 
uon his death, however, leaving his 
estate to his wife, and his wife also pre- 
deceased the testator’s widow, and left 
her estate to a third person, whose repre- 
Stntatives and legatees claimed the in- 
terest of testator’s son in testator’s 
estate, 


In an action to construe the will, the 
Chancellor held that none of the re- 


| Mainder interests of the testator’s sons 


TATE 


June 1953 


was vested, but all remained contingent 
until the death or re-marriage of the 
widow. Consequently the son who pre- 
deceased testator’s widow leaving no 
issue surviving had no interest in testa- 
tor’s estate to bequeath under his will. 


HELD: Affirmed. It is apparent that 
the testator intended to provide for his 
widow during her lifetime, giving her the 
full benefits of the entire estate so long 


as she remained unmarried. If she re- 
mained unmarried until her death, then 
his entire estate was to vest in those 
sons who were then living, or the heirs 
of those who were deceased. Consequent- 
quently, the remaindermen could not be 
determined until the death or remarriage 
of the widow. The remainder, therefore, 
was contingent. As a result, the son who 
died without issue prior to the death 
of the widow had no transmissible inter- 
est at that date, since the widow had 
never re-married; and upon the widow’s 
death, the estate must be divided equally 
between the other two sons, or their is- 
sue. 


WILLs — Construction — Resulting 
Trust to Residue Where Contin- 
gency Not Covered 


Pennsylvania—Supreme Court 
Zoller Estate, 373 Pa. 451. 


Testator’s will gave his farm to his 
three unmarried daughters jointly with 
right of survivorship and directed that 
the farm was not to be sold for twenty 
years. He also directed his trustee to hold 
$40,000 to pay annually $2,000 for the 
upkeep of the farm until the fund was 
exhausted. If the restraint on the sale 
was disregarded, the fund was to be- 
come part of the residue. The residue 
was given to his seven children, two of 
whose shares are in trust. 


The farm was retained over twenty 
years and sold by the surviving devisee 
in 1951. The maintenance fund still had 
$17,500 in it which was claimed by the 
surviving devisee and by the residuary 
legatees. The lower court awarded the 
fund to the residuary legatees and the 
surviving devisee appealed. 


HELD: Affirmed. Testator overlooked 
the fact that the farm might be held 
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longer than twenty years and that earn- 
ings might enhance the fund. No disposi- 
tive direction was made for the unex- 
pended portion of the fund in the event 
of a sale after twenty years. Since the 
terms of the trust were fully performed 
without exhausting the fund and no pro- 
vision is made for the disposition of the 
balance, there is a resulting trust for 
the benefit of the estate and the balance 
is distributable as part of the residue. 


WILLs — Probate — Decedent’s Will 
Revoked by Marriage During Pro- 
hibited Period After Spouse’s Di- 
vorce — Conflict of Laws 


Minnesota—Supreme Court 
In re Kinkead’s Estate, 57 N.W. (2d) 628. 


Decedent died domiciled in Minnesota 
leaving a purported husband and no chil- 
dren surviving her. The purported hus- 
band was appointed administrator after 
decedent’s death and subsequently ob- 
tained a decree of distribution of de- 
cedent’s entire estate in his favor on the 
theory of intestate succession. Subse- 
quently a purported will of the decedent, 
executed before the purported marriage, 
was proposed for probate on behalf of 
beneficiaries under the will. The Probate 
Court denied the petition for probate. 


Upon a trial de novo in the District 
Court the proponents of the will alleged 
that the marriage of decedent and her 
purported husband had occurred in Iowa 
within six months of the purported hus- 
band’s divorce in Minnesota under a mar- 
riage license procured upon affidavit 
falsely stating that the husband had not 
been divorced within one year. A Minne- 
sota statute provides that no marriage 
shall be contracted within six months 
after either party had been divorced from 
a former spouse. The Minnesota Probate 
Code also provides that a will is re- 
voked by subsequent marriage. The Dis- 
trict Court affirmed the Probate Court 
order on the pleadings and the pro- 
ponenets appealed. 


HELD: Affirmed. As a matter (of first 
impression) of Iowa law, the fact the 
license was procured by fraud does not 
affect the validity of the marriage. 
The Iowa statute prohibiting marriage 
of a divorced person within a year, ex- 
cept with permission of the divorce court, 
does not apply to a non-Iowa divorce. 
As a matter of policy, the Minnesota 
prohibition against remarriage within six 
months will not be given the effect of 
rendering the marriage void unless ex- 
pressly required by the prohibiting 
statute. The marriage being a valid one, 
there is no reason to limit the conse- 
quences of its validity in the case of 
revocation of a will preexisting such 
marriage. 
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WILLs — Probate — Requirements 
as to Proof of Lost Will 


New York—Appellate Division, First Dept. 
Matter of Suarez, N.Y.L.J., May 5, 1953 


The proponent produced a copy of the 
purported last will and alleged that the 
will had been continually in possession 
of the decedent’s attorney-draftsman 
from the date of execution until it was 
lost. The attorney-draftsman testified he 
had placed the will and a copy in his 
filing cabinet, and that after the testa- 
tor’s death he had given the copy to 
proponent’s attorney who had asked for 
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a copy. There was no explanation as t6 
why a copy was offered for probate with. 
out looking for the original, no prooj 
that the will had been fraudulently de 
stroyed during the testator’s lifetime ar ' 
only doubtful proof that the will was in” 
existence at the time of death. 

HELD: A new trial was ordered for 
the purpose of taking further proof con. 
cerning the unexplained matters. The 
proponent failed to sustain the burden of 
establishing that the original will had 
been fraudulently destroyed or was in ex. 
istence at the time of the testator’s 
death. 
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